


0 


TREASURY AND POST OFFICE DEPARTMENTS 
. APPROPRIATIONS, 1952 
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. 
THURSDAY, APRIL 5, 1951 
v Unitrep States SENATE, 
SuBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS, 
a Washington, D. C. 


The subcommittee met, pursuant to recess, in room F-82, the 
Capitol, Hon. Harley M. Kilgore, chairman of the subcommittee, 
presiding. 

Present: Senators Kilgore, Hayden, Ecton, and Bridges, 


TREASURY DEPARTMENT 
Bureau oF INTERNAL REVENUE 


STATEMENTS OF GEORGE J. SCHOENEMAN, COMMISSIONER OF 
INTERNAL REVENUE, ACCOMPANIED BY T. C. ATKESON, AS- 
SISTANT TO THE COMMISSIONER; MR. FREDERICK I. EVANS, 
BUDGET AND FINANCE OFFICER; AND JOE M. McCOLLUM, 
ASSISTANT BUDGET AND FINANCE OFFICER 


JUSTIFICATION 


Senator Kirgore. The committee will come to order. 

Mr. Commissioner, we have a reconciliation of your requests for 
1951 and 1952 and the House action thereon. I would like to put 
that in the record either in advance of your statement or at the ap- 
propriate place in your statement so we can have it to work from. 

Mr. ScHoreneMAN. I think that in advance of my statement it 
would probably tie in. 
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(The reconciliation referred to is as follows: ) 
BUREAU OF INTERNAL REVENUE 
SALARIES AND EXPENSES 


Analysis of appropriation base for fiscal year 1952 


Regular appropriation, 1951 act (less see. 1214 reduction, $1,227,- 
500 $244, 320, 000 
Supplemental appropriation for 1951 2, 500, 000 
Total appropriation, 1951 246, 820, 000 
Reductions: 


1. Interpretation of revenue laws, and ruling 


services S28, 900 
2. Investigation and audit of tax returns 2, 724, 632 
3. Collection of delinquent tax accounts 732, 481 
4. Taxpaver conferences and appeals 175, 624 
5. Regulatory, control, and inspection work 368, 125 
6. Processing returns, remittances, information 
documents, and claims 2, 495, 451 
6, 525. 213 
Add ns 
ee rpretation of revenue laws, and ruling 
services 199, GOO 
2. Investigation and audit of tax returns 3, 708, 217 
> Collec ion of delinquent TAX ACCOUNTS i IS1, 133 
6 Processing returns remitiances, informatio! 
documenis, and claims 5, SIS, O10 
10, 957. 260 


Adjusiment in base (ne 1, 432, 047 


2, 047 
000 


propriation base for 1952 


Appropriation estimate for 1952 





Increase over appropriation base for 1952 1, 247, 953 
Increase from toial appropriation, 195] tS, 6SO0, OOO 
Compa son of appropriation hase with appropriation timate for 1952 
\ base p timat 
pro} a \ é Increase 
A 
4 ver t 
Al ‘ \ Av 7 Amount 
positions 
S 8 $4 15 ) s S $4 If s $43, 401 
is 240.8 ] 1 S19 
( ‘ i 
R38 { 6. 838 24. 786. 514 1 009 
2 mf 122, 903 
| nd 
V8 ) BRK V1 ) 840. GE 454.011 
& 783.9 (i), 872, 367 18, 931, ¢ 68, 505, 778 147.7 1, 633, 411 
i ‘ ‘ { 872.8 21. 937 
I l ‘ } ; é » j 324, 44 2, 462 
I 
8 | 251, 252, 047 4, 455 0x 147.7 4, 247, 953 
1, 432, 04 19 2336 § L4 439 047 
24 RO OO) AQ 4 5 a 00. OOD 2 484.2 +8, OSO, O00 
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SALARIES AND EXPENSES 
(Estimate 1952, $255,500,000; 1951 acts, $246,820,000, House hearings, p. 191 


AMENDMENT REQUESTED 





Page 5, line 20, strike out 92,000,000” and insert in lieu thereof ‘'$255,500,- 
000,’ the estimate, or an increase of $3,500,000 in the appropriation. 


HOUSE REPORT 


“The committee has made a reduction of $3,500,000 in the estimates of the 
Bureau of Internal Revenue for 1952 and is recommending that $252,008,000 be 
appropriated for the next fiscal year. This is an increase of $5,180,000 over the 
amount available to this Bureau during the 1951 fiscal year, not including $5,- 
274,000 transferred to General Services Administration which will, effective on 
July 1, 1951, assume the cost of a portion of the rental of quarters now under 
lease by the Bureau of Internal Revenue. 

‘‘No funds for additional personnel have been allowed for 1952 and the Bureau 
is directed to make whatever adjustments of allotments within its appropriation 
as may be necessary to provide the amount that is needed for temporary em- 
ployees in the collectors’ offices in peak periods within the appropriation made to 
the Bureau. 

“The committee has made a substantial reduction in the funds requested to 
project on a full-year basis the field positions for administering the Social Security 
Act amendments authorized for part of a year in the Supplemental Appropriation 
Act, 1951. The Bureau’s original estimate called for 2,503 positions for 3 months 
and 5 months at a total estimated cost of $3,760,000. Congress reduced this 
estimate by about one-third and appropriated $2,500,000. However, in prepar- 
ing its 1952 budget estimates, the Bureau of Internal Revenue did not reduee 
the number of these positions by a single position, even though its supplemental 
estimate was reduced $1,260,000, and asked for funds in 1952 to projeet 2,503 
positions for 9 months and 10 months In other words, the Bureau did not 
reduce the number of positions after Congress cut its estimate, but instead short- 
ened the periods of employment from 3and 5 months in the 1951 fiscal vear to 2 
and 3 months. Thus it has deferred the employment of this new personnel unt 
late in the present fiseal vear. 

The committee not only strongly disapproves of such a practice to avoid 
appropriation cuts made by Congress, but also questions seriously tl 
any such increase in personnel when the Bureau is apparently able to meet its 
already increasing workload under the Social Security Act amendments without 
filling any of the additional positions requested 

None of the reduction made In the estimate is to be applied to the request 
for five additional installations of tabulating and electrotype equipment because 
this will not only improve collection methods but should also result in considerable 
savings in personnel to be reflected in the 1953 estimates r 

rhe committee has allowed the $8,000 requested in 1952 for the payment of 
income tax on railroads in Alaska which is the same as the amount appropriated 

1951 

JUSTIFICATION 


H. R. 3282 would reduce by $3.5 million the funds available to the Bureau of 
Internal Revenue. The reduction means that the services of approximately 850 
permanent emplovees will be denied to us. 

In the light of the language in the report of the House Appropriations Commit- 
tee, it appears that we should plan to absorb the proposed cut by reductions in our 
1952 estimates of personne! to be assigned to t he offices of colleetors of internal 
revenue, and by reductions in expenditures for objects other than personal services 
that represent costs directly associated with such unavailable personne! 

Che committee report indicates that the objective of this proposed cut is to re- 
duce the personnel available to the Bureau for administering the tax provisions 
of the Social Security Act amendments of 1950, and also indicates that the com- 
mittee recommended this cut because it did not approve the Bureau’s method of 
adjusting to the reduction made by the Congress in our supplemental budget esti- 
mate for 1951 In explanation and defense of the Bureau's action in this respect, 
it will be helpful to refer to the legislative history of our 1951 supplementa 
request. 


§1916 D1 4 
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The 1951 supplemental appropriation bill was under consideration by the 
Senate Appropriations Committee when our supplemental estimate was cleared 
by the Bureau of the Budget. Consequently, our supplemental estimate of 
$3,760,000 was incorporated into the bill, and was reported out by the Senate 
committee without reduction. This estimate was subsequently reduced in con- 
ference by $1,260,000, and the conference report (amendment No. 31) fixed the 
amount of our appropriation at $2,500,000. Neither the conference report nor 
the text of the supplemental appropriation bill contained any advice as to the 
specific intent of Congress in making such reduction. Therefore we felt free to 
apply this reduction in such manner as to minimize its detrimental effects on the 
collection of the revenue. 

We elected to employ 2,503 persons for 2- and 3-month periods at the close of 
the current fiscal vear, rather than to employ a lesser number for periods of 3 and 
5 months. As a result of this administrative decision, the 2,503 positions were 
projected into our 1952 appropriation base on a full 12-month basis. This was 
done in the belief that our original estimate was sound as to the number of per- 
sons needed to provide effective administration for the new social-security taxes. 
We are confident that it was the intent of Congress that these statutory pro- 
visions should be administered effectively, in the interests of both the revenue 
and the taxpayer beneficiaries. Yet, if the cut proposed by the House should 
stand, it will mean that about 850 less persons are to be available for that specific 
purpose. It follows that either the tax provisions of the Social Security Act 
amendments will be administered less fully and less effectively than is desirable; 
or that personnel must be transferred from other assignments—particularly from 
the enforcement area—in order to do this job. 

In view of these considerations, we urge that the House cut of $3,500,000 be 
restored in full to the Bureau’s 1952 appropriation. 


Sta ndard classification schedule 


Increase (+-), 


decrease ( Increase (+), 






Amount 1952 “ ‘ 
: — Pe Appropri- | Estimate, recom- estimate | decrease (—), 
Standard classification ; 2 2 bill com- 
ations, 1951 1952 mended compared al 
by House with 1951 pared with 
appropria- estimate 
tion 
Personal services 
Departmental $17, 668, 000 |$17, 773, 168 ($17, 700, 000 +$105, 168 $73, 168 
Fie 1d 203, 848, 779 5 +11, 210, 875 —3, 200, 679 
Travel 6, 374, 325 +199, 035 —88, 578 
Transportation of things 687, 950 
Communication services 1, 532, 000 
Rents anc d utility services 7 , 495 4, 843, 875 — 137, 575 
Printing and reproduction 3 580 +-2, 305, 794 
Other contractual services 1, 554, 285 
Supplies and materials 2, 641, 480 7 9, - —111, 588 
Equipment 1, 708, 106 517, 6s , 517, 697 185, 409 
Total] appropriation or estimate 246, 820, 000 (255, 500, 000 (252, 000, 000 +8, 680, 000 3, 500, 000 


SUMMARY, BY OBJECT CLASS, OF 1952 JUSTIFICATIONS ON INCREASES REQUESTED 


Activity No. 1.—Interpretation of revenue laws and ruling services: 

Personal services: Regular pay in excess of 52-week base_ i . . $12, 061 
The fiscal year 1951 has an even 260 working days, or 26 pay pe riods. 

The fiscal year 1952 has 261 working days, or 1 day in excess of the 26 

pay periods, and this 1 day’s cost is included in the 1952 estimate. 

Additional cost for automatic within-grade promotions, amounting to 31, 340 
This amount includes the increment of cost carried into 1952 for 

promotions granted in 1951 and the actual cost of promotions to be 

granted in 1952. wae 

Total increase over base, fiscal year 1952, activity No. 1__.-~- 43, 401 

Activity No. 2.—Investigation and audit of returns: 

Personal services: Regular pay in excess of 52-week base. - -_- See 381, 734 

Additional cost of automatic within-grade promotions--. - sian sabe 1, 214, 085 


Total increase over base, fiscal year 1952, activity No. 2_...... 1, 595, § 819 
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Work-load data 


1950 actual | 1951 estimate 


Office audits __.-. si ‘i 2, 366, O78 2. 769, 500 
Field audits and investigations 1, 960, SOR 2, 383, 300 
Cases postreviewed (income, estate, and gilt 1, 122, 531 1, 132, 600 
Delinquent returns obtained 2, 452, 709 2, 650, 000 
Fraud investigations closed. 10, 704 15, 000 
echnical advisory opinions in fraud matters 3, 136 3, 150 
Case examinations of tax aspects of alien property transactions 14, 800 17, 900 | 
‘haracter investigations made 17. 724 17. 500 


Activity No. 3.—Collection of delinquent tax returns: 
Personal services: 
Regular pay in excess of 52-week base 
Additional cost of automatic within-grade promotions 


Total increase over base, fiscal year 1952, activity No. 3.__-__-- 


Workload data 


1950 actual 1951 estimate 


Delinquent tax notices and bills prepared 17, 007, 153 18, 178, 000 
Number of warrants for distraint closed | 1, 802, 341 1, 840, 000 
Case dispositions of offers in compromise and closing agree- 

ments 5, 143 5, 900 
Delinquent tax claims prosecuted against taxpayers’ estates, 

insolvent taxpayers, etc 7, 002 8, S80 


Activity No. 4. 
Personal services: 
Regular pay in excess of 52-week base : 
Additional cost of automatic within-grade promcotions 


Taxpayer conferences and appeals: 


Total increase over base, fiscal year 1952, activity No. 4__- 


Workload data 


1950 actual | 1951 estimate 


laxpayer conferences held 41, 750 46, 900 
Case disposals of appeals to technical staff 11, 572 12, 420 
Docketed appeals (case disposals by Office of Chief Counsel 6, 482 6, 500 
Penal case disposals 1, 404 1, 400 
Section 722 claim disposals &, 568 6, 300 
Recomputations in case settlements pursuant to judicial rul 

ings 1, 046 1, 090 


Activily No. 4. 

Personal services: 
Regular pay in excess of 52-week base esata gotta 

Additional cost of automatic within-grade promotions__------~--- 

Equipment: 

Purchase of 191 automobiles for Alcohol Tax field force for re- 

placernent purposes ‘ ete 

The current year appropriation authorizes the purchase, 


Regulatory, control, and inspection work: 


49 


$99, 392 
274, 617 


374, 009 


1952 estimate 


18, 428, 000 
1, 997, 000 


7, 400 


270 


$30, 301 
92, 602 


122. 903 


1952 estimate 


18, 900 
13, 100 
6, 500 
1, 400 
4, 200 


$56, 306 
178, 055 


219, 650 


for replacement purposes, of 134 automobiles for the field 
force of the Alcohol Tax Unit. This authority covers the 


purchase of 24 new cars to replace a similar number of worn- 
out ears in the 3 western districts of the aforesaid unit; 
10 cars to be acquired by payment of recognized court liens ; 
and 100 cars to be acquired with the proceeds of sale of worn- 
out cars. 
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Equipment—C ontinued 
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Funds to acquire 24 new cars by outright purchase for the 


3 western districts and 10 cars by payment of allowed court 
liens are repeated and projected in the’ 1952 estimate. It is 
necessary, however, to continue the replacement of old and 
worn-out vehicles in the other 12 districts of the Aleohol Tax 
Unit, and the 1952 estimate contains a request that the 
limitation for the purchase of cars permit the acquisition of 
300 cars for replacement purposes, including, in addition to 
the afore-mentioned 34 cars, 75 to be purchased from the pro- 
ceeds of sale of old equipment from which no additional 
charge will accrue against the 1952 appropriation, and the 
outright purchase of 191 cars (one-for-one trade-in). 

The net cost of these latter 191 cars, or $219,650, repre- 
sents the only additional funds requested for 1952. 

It is estimated that the cost of new ears during the fiscal 
vear 1952 will equal the maximum price of $1,400 authorized 
by law for the current year. The gross cost of 191 new 
cars to be obtained by outright purchase, on the basis of the 
aforesaid price per car, would total $267,400. It is esti- 
mated that 191 old automobiles to be traded in as part pay- 
ment for these new cars will sell for an average of $250 each, 
or $47,750. Thus, the net additional charge against the 1952 
appropriation for the 191 new cars would approximate 
$219,650. 

In justification of the request for the purchase of these 191 
cars, the following information is submitted. 

The Alcohol Tax Unit operates a normal fleet of 1,280 cars 
Of the 1,295 vehicles on hand July 10, 1950, 609, or nearly 

half of the entire fleet, were 1942 and older models, all of 
which should be replaced under standards set by the Bureau 
of the Budget (6 vears old or 60,000 miles driven 

The number of 1944 and older cars now in use will be 


i 


one 


reduced by approximately 209 during the current fiscal vear 
as foilows: 


| Outright purchase of cars for 3 western districts 24 

2. Cars a quire a through payment ol allowed court 
liens 10 

3. New ears to be purchased from proceeds of sale of 
Old CATS io 

1. Estimated late model forfeited cars to be ac- 
quired for official use 100 
Tota 209 


Accordingly, it is estimated that on Julv 1, 1951, there will 
remain in service approximately 400 1942 and older vear cars 
Lo be replaces d 


Total inerease over base, fiscal vear 1952, activity 


Workload data 


1950 actual | 1951 estimate 

! id} t ‘ ert wl e and 
$44, H2¢ $45, 000 

WW ind lé I 

applic nt oO vi ( ers’ perl 288, 223 00, OO 
t or wh opera Lip ed sia 925 
ylation OQ OM 31, 400 
1). 140 10. MM) 
4. 802, GOS 5.100, 000 
10, 20% 10, 700 


$454, O11 


$45, 000 
300, 000 
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Activity No. 6.—Processing returns, remittances, information documents, and 


claims: 

Personal services: 
Regular pay in excess of 52-week base : $261, 457 
Additional cost of automatic within-grade promotions 507, 884 
Temporary employees in collectors’ offices 389, 070 


Reference to the Bureau’s budget estimate for the fiscal 
year 1950 will disclose that we were required to offset the 
cost of installing mechanized equipment in collectors’ offices 
by a reduction of $1,500,000.in funds for employment of 
temporary help. Of this reduction, $1,383,930 was intended 
to cover the rental of tabulating machine equipment and 
the purchase of accessory equipment for same. This offset 
was made on the assumption that tabulating machine proc- 
essing of collectors’ work would enable us to realize a corre- 
sponding saving in the number of temporary employees 
required. This did not prove to be the case. The collec- 
tors’ offices having tabulating machine installations have 
continued to require, and have been given, temporary help 
on the same basis as those offices not having mechanized 
equipment. 

Although the use of this equipment has not saved tem- 
porary help, it should be pointed out that the availability of 
temporary employees in those offices has taken care of much 
routine but essential work which could not be handled by 
machines, and which would have otherwise been performed 
by zone deputy collectors, auditors, and other higher graded 
employees. Obviously, it is better to use temporaries and 
leave the higher graded auditors and zone deputy collectors 
on the productive work for which they are employed. 

It should also be pointed out that by having the full quota 
of temporary employees in the offices using mechanized 
equipment, they have been able to detect and prevent thou- 
sands of erroneous refunds, with the result that we are con- 
vinced they have more than paid their way. 

The Bureau does not expect that the time will come 
within the next few years when use of mechanized equip- 
ment will result in such a saving of work as to enable collec- 
tors to get by with sufficiently less temporary employees to 
cover the cost of the machines. If a sufficient force of 
temporary employees is not provided, essential work must 
go undone. For example, in 1950 we could not limit our 
temporary employment program to the reduced basis 
contemplated in the budget estimate for that vear. The 
temporary allotment for 1950, as shown in the 1951 estimate, 
was $1,168,960. This meant that, whereas in the preceding 
fiscal year we were able to employ 2,735 temporaries on a 
5-month basis at a cost of $2,894,841, we could have em- 
ployed with $1,168,960 far less than one-half that number 
for the fiscal year 1950. There has been no such reduction 
of required work. Even by astringent pruning of collectors’ 
requirements for temporary help for 1950, we found it 
necessary to authorize 2,206 temporaries for an average 
5-month period, which authorizations cost $2,245,198, or 
about double the amount for which funds were specifically 
provided. We feel that we should be realistic about this 
matter and request funds for the number of temporaries 
which we actually require. 

It is our belief that provision should be made for the 
employment of a minimum of 2,200 temporaries for an 
average period of 5 months for the fiscal year 1952. Because 
of the varving labor market in the 64 collectors’ headquar- 
ters cities, the temporaries will be taken on in grades GS-1, 
2 and 3. On the basis of past experience and bearing in 
mind accelerated employment opportunities in private 
industry, we expect the salary costs to average $1,100 each, 
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Personal services—Continued 
On this basis, the Bureau will require $2,420,000 for tempo- 
rary employees in collectors’ offices. 
The allotment for temporary employees for the fiscal year 
1951 is $2,030,930, and it will be noted that the amount 
requested for 1952, or $2,420,000, is $389,070 more than the 
amount available in 1951. As previously indicated, we do 
not consider this a request for additional personnel, but 
merely a move to make a partial restoration to the tempo- 
rary allotment of the forced redution in 1950 which was 
intended to cover the cost of mechanization. 
tents and utility services: Rental of tabulating-machine equip- 
ment . . J 
To further expand the use of tabulating equipment for 
processing work in collectors’ offices, the Bureau proposes to 
make 5 additional installations of this type of equipment 
in 1952 which will provide improved mechanized processes 
for most of the larger collection districts. Based on costs 
for installations now in use, the rental expense for these 5 
additional installations will total $150,000. 
Equipment: 
Accessory equipment for 5 additional tabulating-machine 
installations J 
3ased on the cost of accessory equipment for tabulating 
installations now in operation, the additional cost for the 5 
expanded installations proposed for 1952, heretofore ex- 
plained under rentals, will total $75,000. 
Electrotype equipment for 5 additional installations in collectors’ 
offices in 1952 ‘ 
After several months of experience in tests of electrotype 
equipment conducted in 6 collection districts, the Bureau 
feels that a further year of trial is necessary in order to more 
effectively explore the potentialities of and_ possible 
economies resulting from the use of this type of equipment. 
We have found that with each succeeding vear of use of 
tabulating machines, improvement and additional applica- 
tions have been developed which bring increased benefits to 
the collectors’ offices using them. We are equally desirous 
of fully exploring and developing all possible applications of 
nontabulating equipment. 
The Bureau plans to expand this type of equipment into 
5 additional collection districts in 1952. This expansion, 
on the basis of cost for the six installations to be in use in 
1951, will cost $250,000. 


Total increase over base, fiscal vear 1952, activity 





$150, 000 


~J 


, 000 


QS 


250, 000 


1, 633, 411 


1952 estimate 


90, 072, 000 
17, 000, 000 
29, 558, 000 
31, 000, 000 


120, 000, 000 


9 


No. 6 : i nice dg : fa al dia eee eas 
Workload data 
clblitinesiaieeaiaia cr — . ” 
| 1950 actual | 1951 estimate 
Number of tax returns received and processed 89, 132, 146 83, 515, 000 
Number of tax determinations made for taxpayers ‘ 16, 677, 666 17, 000, 000 
Arithmetic verifications of returns and related documents 13, 799, 242 25, 556, 000 
Number of refunds and credits scheduled 30, 688, 938 24, 000, 000 
Number of prepayment document matching operations per- 
formed | 121, 053, 197 118, 000, 000 
Number of claims processed 537, 967 700, 000 
Number of offers in compromise processed 7 46,175 51, 000 
Number of bankruptcy cases processed and controlled 21, 860 25, 000 
Number of applications for tentative carry-back adjustments 
processed 40, 645 52. 520 
Excess profit post-war refunds processed 7, OV1 4, SON 
Number of overassessments and adjustments scheduled aan 2, 337, 217 2, 407, 000 | 


709, 000 
51, 000 
25, 000 


52, A420 
4,508 
4107, 00) 
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Personal services: 


Regular pay in excess of 52-week base. - -- - - a wee $7, 712 
Additional cost of automatic within-grade promotions gas 14, 225 
Total increase over base, fiscal year 1952, activity No. 7- 21, 937 
Regular pay in excess of 52-week base_- 631 
Additional cost of automatic within-grade promotions-. 1, 831 
Total increase over base, fiscal year 1952, activity No. 8 2, 462 
Total increases over base for 1952, all activities— —— —- 0 4, 247, 953 


EXPLANATION OF LANGUAGE CHANGES 


Proposed changes in the text of the appropriation “Salaries and expenses, 
Bureau of Internal Revenue,” for the fiscal year 1952, together with justification 
for such changes, are as follows: 

Number of automobiles to be purchased 

The appropriation for the current fiscal year authorizes the purchase, for 
replacement purposes, of 134 automobiles for the Alcohol Tax Unit. This author- 
ity covers the purchase of 24 new cars to replace a similar number of worn-out 
cars in the three western districts of the Aleohol Tax Unit; 10 cars to be acquired 
through the payment of recognized court liens; and 100 cars to be acquired 
with the proceeds of sale of old and worn-out cars. 

Funds to acquire 24 new cars by outright purchase for the three western districts, 
and 10 cars through the payment of allowed court liens, are repeated and projected 
in the 1952 estimate. It is necessary, however, to continue the replacement of 
old and worn-out vehicles in the other 12 districts of the Alcohol Tax Unit, and 
the 1952 estimate contains a request that the limitation for purchase of cars permit 
the acquisition of 300 cars for replacement purposes, including, in addition to the 
aforementioned 34 cars, 75 to be purchased with proceeds of sale of old equips 
ment, for which no additional charge will accrue against the 1952 appropriation, 
and the outright purchase of 191 cars (one-for-one trade-in) 

Deletion of language 

The following language has been deleted from the appropriation text for the 
fiscal vear 1952: 

‘personal services in the District of Columbia, and elsewhere;”’ 
“printing and binding;”’ 

The specific language authorizing the above administrative expenses is no 
longer required by reason of the passage of Public Law 830, Kighty-first Congress, 
approved September 23, 1950. 


Deletion of limitation for stationery cost 


The Bureau requests the deletion of the clause limiting the amount which can 
be expended for stationery supplies for reasons outlined as follows: 

Frequent enactments of new tax legislation and the revision of existing tax 
legislation cause increased demands for stationery supplies in servicing the tax- 
paying public, making it impossible to estimate accurately in advance for these 
costs. New or revised legislation creates the necessity for millions of additional 
envelopes, as well as large quantities of mimeograph paper, guide cards, addresso- 
graph slips, ete., in order to service the taxpayers who are affected by such 
legislation. 

The Bureau uses over 100,000,000 envelopes each year, costing approximately 
one-half million dollars, or one-third of the current year’s limitation of $1,500,000. 
These envelopes are highly essential in servicing taxpayers with necessary forms, 
instructions, ete., for compliance with statutory requirements, within time limits. 
All envelopes used by the Bureau are for the sole purpose of administering the 
revenue laws and servicing the needs of taxpayers. 

The Bureau cannot control the prices charged for envelopes, as they are pur- 
chased through contracts executed by the Post Office Department, and the prices 
fluctuate from year to year. 

Even though the cost of additional stationery requirements which may arise 
could be absorbed in current available funds, it still becomes necessary, while 
operating under a statutory limitation, to secure authority from the Congress 
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before incurring expense beyond the limited amount. This situation results in 
delays in securing hecessary materials with which to operate. 

The deletion of this clause will permit more efficient administration in the 
performance of the Bureau’s work and improvement in service rendered the 
taxpaying public, [tf Will also eliminate accounting work incident to compliance 
with the limitation. 


GENERAL STATE MENT 


Senator Kincore. Al] right, Commissioner, You May proceed. 

Mr. Scuornrman. Mr. Chairman, ] have a prepared statement 
which I would like to have vour permission to read for the record. 

Senator Kincore. Do You want to read it or to put it in the record? 
Whichever you want to do will be all right. 

Mr. Scuornrman. My thought is that, if I had an opportunity to 
read it, it may answer a great many of the questions that the com- 
mittee might ask. 

Senator Kincore, But you do not mind answering questions? 

Mr. Scoornrman. No, sir. We will be glad to attempt to answer 
any questions you want to ask. 

Mr. Chairman, since we appeared before you last Vvear, a number of 
changes have occurred which will have important effects on our 
workload for the fiscal year 1952. They stem from four sources: (a) 
The Social Security Act Amendments of 1950; (6) the Revenue Act 
of 1950; (ec) the increase in general business activity; and (d) the 
Excess Profits Tax Act of 1950. 

The Social Security Act Amendments of 1950 have made it necessary 
to lay out, launch, and operate an entirely new broad-scale program 
of taxes, involving the collection of taxes from housewives, charitable 
and religious organizations, the self-employed in trade and business, 
and governmental] units. In view of the importance of this new legis- 
lation, and its far-reaching social and economic significance, we believe 
that its taxing provisions should have the most effective initial admin- 
istration that can be provided. 

Senator Kingorr. At that point I want to bring out two matters, 
You handle that whole tax picture with Internal Revenue: js that 
correct? 

Mr. ScHoENEMAN. Yes, sir; we do. 


MULTIPLE EMPLOYERS OF SINGLE WORKER 


Senator Kincore. Now, under the new coverage, for instance. you 
may have three or four employers for the same employee; is not that 
right? And those employers would be remitting payments? 

Mr. ScHOENEMAN. That has always been true. "We may have an 
employee who works for two or three different employers. 

Senator Krigore. So that is just an expansion then? That is not 
an additional load? 

Ir. SCHOENEMAN. No, sir; that particular phase of it is not new 
insofar as it refers to the ordinary employee. But as far as the self- 
employed is concerned a person may be self-employed in some respects 
and also employed by others in some other respects, which would 
provide a burden. 

Senator Kincore. Now, under the self-emploved, do they have 
to make a payment or may they just not make a payment? 
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Mr. ScHoeNeMAN. No, sir. It is compulsory. The law requires 
it. 

Senator Ki_core. It is compulsory? 

Mr. ScHOENEMAN. Yes, sir. 

Senator Kitcorer. In other words, the job there is also a job of 
enforcement of that law. 

Mr. ScHOENEMAN. Yes, sir. 

Senator Kincore. Along with the handling of the account? 

Mr. ScHoENEMAN. That is right. 

Senator Haypren. But if a person is employed by more than one 
other person, the procedure is the same with respect to each one? 

Mr. ScHOENEMAN. Oh, yes. 

Senator Haypren. So that you have that multiplicity of records? 

Mr. ScHOENEMAN. That is right. Of course, when a person works 
for more than one emplover and receives more than $3,600——it was 
$3,000—a vear, with the resultant situation that more money 1s 
withheld from that particular employee than the law requires, there 
has to be a refund. 


DUPLICATION OF SOCIAL-SECURITY NUMBERS 


Senator Kitcorr. Now, I have another question on that poit: 
Has anything been worked out on this question of duplication of social- 
security numbers? 

Has any way been found for preventing that? We have a case, for 
instance, which does not apply to the Government. We have been 
tracing a case which comes under the miners’ welfare fund. We 
endeavored to prove that this man had been working in the mines, 
and we had gone through offices all over the United States and we 
have picked up at least nine different social-security numbers on that 
man, 

Mr. ScHoOENEMAN. For the same man? 

Senator Kincore. For the same man. 

Apparently they would register in one office and there would be 
no back check. I was wondering whether that occasions vou any 
trouble and if there is any way of obviating that. 

Mr. ScHoeneMAN. Maybe Dr. Atkeson has gone into that. The 
issuance of social-security numbers to emplovees is done by the 
Social Security Administration and not by the Internal Revenue. | 
think Dr. Atkeson may have better or more accurate information on 
that than I can give vou. 

Mr. Arkeson. I was going to comment that the Internal Revenue 
picks up all of the names on the regular emplovment tax returns for 
which no social security numbers have been shown and mails an ap- 
plication form to them as a service tothe Social Security Adminis- 
tration. 

But the actual obligation to obtain the social-security number or to 
issue a social-security number rests first with the emplovee and second 
with the Social Security Administration. They have been, through 
their very large number of field offices, extremely active in trying to 
see that evervbody has a social-security number. 

Now, certainly under their method of operation in Baltimore where 
these accounts are posted for benefit purposes, they have a very good 
mechanical system for collating by IBM puncheards which will pick 
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out duplicate numbers. I am sure that happens, and they are very 
vigorous in trying to eliminate that. 

Senator Kingore. | am not talking about duplicate numbers. I 
am talking about the multiplicity of numbers for the same person. 
For instance, | have found that people with criminal records will 
change their social-security number to prevent identification. I re- 
member catching one man with six different cards and six different 
numbers oa them. 

Senator Bripcres. Do you mean that he had changed them himself? 

Senator KitGcore. He would go to a new place and register there for 
employment and get himself a new social-security number. 

Mr. Arkeson. Did he use different names, sir? 


CASES OF FRAUD DUE TO DUPLICATE SOCIAL-SECURITY NUMBERS 


Senator KitGorer. Oh, no; he would use the same name. Another 
thing is that in the case of tax refunds we had a lot of trouble with 
refund checks on taxes going to coal miners. Men would use those 
social-security cards as a source of identification to cash the checks. 
A man would forge the signature of the name of the man on the check, 
and would then sign it himself, using the social security card issued, 
shall we say, by the Philadelphia office to identify himself in order to 
get the check cashed at the bank. We had a great number of fraud 
cases in the mining fields due to the duplication of social-security 
numbers. Men would get four or five or six of them, and they would 
use a different number at each bank, each bank that they went to to 
get a check cashed. The banks at one time were accepting those 
social-security cards as a bona fide means of identification of a man. 
They would note the man’s social-security number on the check when 
they were cashing it. 

Mr. Arkeson. Mr. Chairman, may I make just one comment off 
the record? 

Senator Kincore. Yes. 

(Discussion off the record.) 

Mr. Arkrson. Now on the record, as I said, the responsibility 
rests with the Social Security Administration. In the administration 
of the taxes themselves, we do use social-security numbers to con- 
siderable advantage. First we ask the people to put their number 
on the individual income-tax returns. We ask them to put them on 
the withholding documents, and we use those as one means of match- 
ing up the withholding documents and information documents with 
the tax returns. But we do not rely on them exclusively. It is not 
as of great importance in the administration of taxes to have those 
numbers perfect as it is insofar as Social Security Administration and 
the payments of benefits is concerned. So I really think the question 
should be directed to the Social Security Administration. 

Mr. ScHoeneMaANn. I know from experience that they have been 
very vigorous in that. 


PAYMENT OF BENEFITS 


Senator Kingore. I am wondering whether you are not getting 
funds built up now to the extent that eventually there will be trouble 
due to the inability to correctly identify the party. 
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y Now, for instance, let us take a man whom we will call John Henry 
Smith who goes in and gives an address in New Hampshire as his 
L address and gets a social-security card. Then the same man, using 
the same name, John Henry Smith, goes down to Brooklyn. He wants 
a job there, and he goes in there and gets a new social-security card 
. instead of following through on the old one, as a result of ignorance, 
; perhaps, on his part. 


Then he may go to Atlanta, Ga., and, using the same name, gets 
still another card issued to him. There is where the IBM ecards will 
not tick out. Because there are a lot of John Henry Smiths, it is 
hard on the pure-name basis to pick the cards out. Then you have 
a lot of frozen assets in there. 

Senator Haypen. The difficulty would arise, it would appear, when 
it came time to pay him the benefits he had earned. 

Senator Kincorr. Yes. He will not have built up what he thought 
he had built up. Then he will start complaining, and then these 
long-winded investigations will start, and the individual involved 
will probably produce some dog-eared cards. 

Mr. ScoomnemMan. As Dr. Atkeson has pointed out, it is a problem 
for the Federal Security Agency. While I don’t like to pass the buck 
back and forth, you should bring your question before them so that 
they can give some attention to it. 

Senator Kircorr. My thought was that it affected your tax 
collections. 

Mr. ScHOENEMAN. Senator Hayden has indicated, I think, it has a 
greater effect on the benefits when the time comes. It is a question 
that deserves consideration, and it can be presented later to the Social 
Security Administration. 

Senator Kitcore. Go ahead, please 


INCREASE IN TAXPAYERS UNDER REVENUE ACT OF 1950 


Mr. ScHorneMAN. The Revenue Act of 1950 has added to our 
responsibilities by increasing the number of taxpayers through the 
extension of the excise-tax coverage to retail sales of furs and jewelry 
made at auction, to deep-freeze units, to television receivers, to sales 
by the United States and its agencies, and by tightening up the appli- 

cation of the transportation taxes. Numerous knotty operational 
respunaibllities have been added as a result of the provisions respect- 
ing changes in installment method of payment of taxes; tax treatment 
of employees of the United States resident in certain of its insular 
possessions; the requirement to obtain and to make available to the 
public data concerning sources of income and disbursements of certain 
exempt organizations, and the taxation of unrelated business income 
of certain exempt organizations. 

It is also appropriate to add to this list the problems created by the 
organic act of Guam which makes the Federal income tax applicable 
there, and provides that the revenue derived therefrom is to be made 
available to Guam. The major changes in the Revenue Act of 1950, 
of course, relate to the increased withholding- and income-tax rates. 


GENERAL BUSINESS EXPANSION HAS INCREASED WORKLOAD 


The expansion in general business activity places upon us the need 
to handle a much larger number of excise, withholding, social- security, 
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and income returns that are voluntarily filed; it adds to the potential 
number of delinquent returns which we must obtain by our own efforts; 
it creates larger problems of audit through expanded number of re- 
turns in the higher brackets; and, combined with the higher rates, it 
stimulates tax-avoidance efforts on the part of some people that make 
it more difficult for us to collect the full amounts due. 


EXCESS-PROFITS TAX OF 1950 


The last of the four sources which I mentioned as being responsible 
for additions to our basic workload is the Excess Profits Tax Act of 
1950. Final approval of this measure was not obtained until Janu- 
ary 3, 1951, or several months subsequent to the preparation of our 
1952 estimates. 

Consequently, the estimates now before you do not cover the costs 
of administering the new excess-profits tax. Therefore it will doubt- 
less be necessary to include such costs in a request for a supplemental 
appropriation to be submitted to the Congress sometime during the 
fiscal year 1952. Without undertaking at this time to forecast the 
dollar’ amount of such a request, it may be of interest to you to know 
that during the 3-year period, 1945 through 1947, the number of 
revenue agents assigned to the examination of excess profits tax re- 
turns averaged 838. 


QUESTION OF INVESTIGATION OF TAX RETURNS OF UNDERWORLD 
CHARACTERS 


Perhaps I should mention one other current development that has 
potential significance in respect to the Bureau’s workload. I refer 
to the crime investigation now in process. This has served to raise 
the question whether the Bureau has been giving enough attention 
to the investigation of the tax returns of underworld characters. 

We firmly believe that we have been doing an excellent job in the 
field, and that our record speaks for itself. Nevertheless, if it is the 
wish of Congress that our efforts along this line should be intensified, 
we stand ready to cooperate wholeheartedly in such endeavor. We 
believe that the desired intensification of effort can be achieved under 
our present budget estimates. However, if our capacity is stretched 
too far in this attempt, it may be necessary to request additional 
funds for this specific purpose. 

Senator Brroces. Mr. Chairman, may I ask a question? 

Senator Kincore. Yes 

Senator Bripces. Mr. Commissioner, you spoke of this crime 
investigation, and so forth. I realize that the Bureau has been criti- 
cized on that by certain individuals, and I have listened to what has 
been said here. 

Are you proposing to set up a special unit to go after known 
racketeers and gangsters, gamblers, hoodlums, and so forth? Just 
what is your program, briefly, so we will know? 

Mr. SCHOENEMAN. Senator, | might preface my remarks by telling 
you that, as I stated before the Senate Crime Committee, we had been 
giving a great deal of attention to this particular group. [am speaking 
about these underworld characters 

Senator BripGes. Surely. 
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Mr. ScHOENEMAN. In addition to our fraud en 

Senator Bripges. | think you ought to distinguish between them 
and legitimate people, legitimate business pe ople, normal people; and 
I was curious about that in the light of these criticisms. 

Senator Kitcorr. May I inquire of the Senator from New Hamp- 
shire, how you can make that distinction sometimes? 

Senator BripGes. Maybe you cannot, but | refer to the known 


mes. 


SPECIAL ATTENTION TO UNDERWORLD CHARACTERS PLANNED 


Mr. SCHOENEMAN. I think we make clear here that we have a great 
many fraud cases, and they don’t all apply to the underworld char- 
acters. Many of them are in other lines of occupation. 

Senator BripGss. Surely. 

Mr. SCHOENEMAN. What we plan to do is to carve out from the 
special fraud investigations those that apply to underworld characters. 
We have a pretty substantial list of those people. We are going to 
have a special squad in every intelligence unit office, with supervision 
in Washington, so that we can coordinate their efforts, and special 
attention will be given to this particular group of underworld char- 
acters, 


INCREASE IN PERSONNEL IN SPECIAL INTELLIGENCE UNITS 


As I stated to the House Appropriations Committee, that effort 
will naturally take employees off other jobs; people who are on the 
regular revenue investigations. At the present time we have about 
1,200 men assigned to special intelligence units as compared with 300 
in 1944. 

But as we add more employees to the intelligence unit for this 
particular purpose, it is going to create a reduced force in revenue 
agent divisions. 1 rather warned the House subcommittee of that. 
When the new approach has been accomplished it is very probable 
that we will have to come back and ask for additional funds to fill 
the vacancies 

Senator BripGces. Of the 1,200 who are in the Intelligence Service, 
which percentage of those are assigned to underworld characters? 

Mr. ScHOENEMAN. We have not separated the work in the past. 
The real aim of this new drive is to separate that class of fraudulent 
taxpayers, so to speak, from the other class of people who cannot be 
characterized as underworld characters, but nevertheless are sus- 
pected of fraud in their income-tax returns. We never had a division 
before, but we are going to have a division from now on. 

Senator Kingore. Do you not find, however, that that division is 
roing to have to work Nation-wide? 

Mr. ScHOENEMAN. That ts right. 

Senator Kincore. | know that your intelligence men in my State 
have been going pretty hard after racketeers down there, and they 
have produced a lot of cases. They are checking pretty closely all 
of them. But is it not a very hard proposition to get them because 
you usually have to go to the question of net worth which means a 
tremendous volume of auditing? 

Mr, ScHoeNEMAN. That is right. 
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Senator KinGore. And appraisals. 

Mr. ScHOENEMAN. In the past they have conducted collateral in- 
vestigations with respect to these underworld characters who have 
operated in several States, 

One of the plans under this new method of the treatment of these 
underworld characters is that we will have an associate head here in 
Washington of the Intelligence Unit whose entire time will be devoted 
to the investigation of these underworld characiers and who will see 
that the work in the field is coordinated in such a way that if the 
investigation has to be carried to other States because of interstate 
traffic, that will be done. 

EXAMPLES CITED 


Senator Haypen. | know of an instance in Arizona where a very 
dubious character éstablished a residence there. He carried on a 
business in the State, but had rackets in other places. The matter has 
to be coordinated on that basis all the way through. 

Senator KitGore. You will remember from the Waxey Gordon 
hearings that Gordon was digging up from safe deposit boxes thousand- 
dollar bills by the handfuls and bringing them down here and turning 
them over to a corporation in Washington. In turn the corporation 
ran those through the bank account and bought surplus property. 
That was Gordon’s bootlegging days’ money, although he was insisting 
to the Internal Revenue that he could not pav his taxes and also 
insisting to the Department of Justice that he could not pay his fine. 


INVESTIGATIONS BEING CONDUCTED BY SPECIAL AGENTS 


Mr. ScHornNeMAN. I would like to say for the benefit of the com- 
mittee that we think that our record with regard to our investigation 
of these underworld characters is pretty good. We never think we 
are perfect. But I would like to tell vou that during the past 5-vear 
period, and I am speaking now of the underworld characters, and not 
of the ordinary tax evader—there have been 1,671 investigations con- 
ducted by special agents of individuals involved in gambling activities 
including the numbers game, lottery, hand books and slot machines, 
as well as abortionists, bootleggers, extortionists, corrupt officials, and 
numerous individuals associated with or in the fringe area of the 
underworld. 

These investigations have resulted not only in 238 indictments, but 
also in additional assessment of nearly $129 milhon. Currently we 
are investigating nearly 2,500 such cases in the criminal area. 

Senator Ecron. May I ask the Commissioner a question off the 
record? 

Senator Kitcore. Certainly 

Discussion off the record. 

Mr. ScHoOENEMAN. Continuing with my statement, the effects of the 
first three of these changes, and many others which I have not covered 
here, together with the existing basic job, have been translated into 
workload units insofar as we have been able to do so, and these are 
shown under each of the official “activity” categories used in present- 
ing the 1952 estimates for the Internal Revenue Service. Although 
they are shown in detail in the budget document, I would like to high 
light a few of them for vou 
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Activity No. 1 includes all interpretative and ruling services which 
we are required to perform. Due to recently enacted revenue legisla- 
tion, new situations created by such legislation, new situations created 
by expanded business activity, and problems of new taxpayers, we 
estimate an increase in number of regulations, interpretative rulings, 
and legislative reports. 


ANTICIPATED PERCENTAGE INCREASE 


This number is estimated to increase from 27,660 in 1951 to 28,430 
in 1952, or an increase of 2.8 percent. The estimated increase in 
specific case rulings and advisory opinions is from 58,440 for 1951 to 
60.000 for 1952, or 2.6 percent. 

Our budget estimates for 1952 have allocated approximately 1.5 
percent of our tot: al manpower and cost to this activity. 


TOTAL TAX RETURNS AUDITED 


Activity No. 2 includes the investigation and audit of tax returns. 
The need to investigate a larger number of returns mere ‘lv to hold our 
present relative position in audit coverage is caused by the fact that 
there is a larger number of returns, the amounts reported on the re- 
turns are larger, and the tax involved is greater both because of the 
larger income and the increased rates ‘Lhe same type of expansion 
has taken place in the excise tax base and in corporate profits. During 
1950 we covered through office or field audit 4,326,886 returns. Dur- 
ing the current fiscal year we are attempting to cover 5,152,800, and 
for 1952 we estimate that we will audit 5,187,400. 

Senator Haypren. Out of a total of how many? 

Mr. ScHOENEMAN. Out of approximately 90 million. 

Senator Haypren. You expect to audit 5 million out of 90 million? 

Mr. ScHOENEMAN. That is an intensive audit, ves, sir. 


AUDIT OF SHORT AND LONG FORMS 


Senator Kinrcore. Out of that 90 million, what percentage will 
returns on what you call the simple, short form? 

Mr. Arkrson. Mr. Chairman, on Form 1040-A there are about 
16.5 million returns. The remainder of the 52 million returns are on 
the long form, Form 1040, 

Senator Kitcore. What is the category of forms on which you have 
to do your auditing really? 

Mr. Arkeson. We audit some from all classes, very few, of course 
from the Forms 1040—A, the short form. Most of them are from the 
long form, Form 1040. The heaviest audit, of course, comes from 
the corporation income tax field. 

Mr. ScHoOENEMAN. Also the returns on individuals over $25,000. 

Mr. Arkeson. Yes, sir. For the record, if you like, I have a small 
breakdown of that. 


ALL RETURNS MATHEMATICALLY VERIFIED 
Senator KitGorr. The question I would like to ask at this poimt is 


this: Is there specific personnel in the collector’s office who will check 
additions, subtractions, and things of that kind? 
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Mr. ScHoeNeMAN. Mr. Chairman, all the returns, as they are re- 
ceived in the collector’s office are given a mathematical verification. 

Senator Kincore. It is purely a mathematical verification? 

Mr. ScHOENEMAN. Yes, sir. Our greatest responsibility on the 
Form 1040-A that you inquired about, the short form, on the part of 
the collector in determining the tax due is to check on the depend- 
ents as to whether they are excessive as claimed by the taxpaver. 
| would say that when we verify the exemptions claimed by a Form 
1040-A taxpayer and verify his arithmetic, there is not very much 
more to do on a return of that class. 

Senator Haypen. Then I was not being discriminated against 
when the collector found an error in addition in my tax return? 

Mr. ScHOENEMAN. No, sir; that was his duty, 

Senator Haypren. It cost me $24. 

Senator Kingorsr. All right, go ahead. 

Mr. ScHoeNneMAN. The slight increase in number of audits which 
our budget estimates provide is far below the expected expansion in 
the audit job, but we have held it to this rather low figure until we 
have more time to appraise the effects of the many improvements 
being applied to our audit policies. I would be happy to have you 
inquire into this program in such detail as you may wish after 1 have 
given you the a r-all picture of our estimates. Our budget estimates 
have allocated 44.2 percent of our total manpower and 48.4 percent 
of our total cost = this actin ity. 


COLLECTION OF DELINQUENT ACCOUNTS 


Activity No. 3 includes all work associated with the collection of 
delinquent accounts. The delinquent tax notices and bills prepared 
during 1950 numbered 17 million. This figure is expected to rise to 
18.2 million in 1951, and 18.4 million in 1952. The number of distraint 
warrants closed during 1950 was 1.8 million. For 1951 and 1952 this 
figure is estimated to be 1,840,000 and 1,997,000, respective ‘ly. 

Delinquent tax claims prosecuted against taxpayers’ estates, 
insolvent taxpayers, and so forth, numbered 7,002 for 1950 and is 
expected to reach 8,880 for 1951 and 11,270 for 1952; 11.5 percent 
of our total manpower and 9.7 percent of our total cost are allocated 
to this activity. 

Senator Haypen. This is really the activity that causes a great 
many people to make out their tax returns as they hear about other 
people who are — prosecuted, or investigated because they have 
not made out their returns. If that activity was ceased, undoubtedly 
those cases would naa in number. 

Mr. ScHorneman. I think that is also true of activity No. 2, the 
investigation and audit of tax returns, as well as the serving of these 
warrants for distraint. 


PUBLICITY AN AID TO TAX COLLECTION 


Senator Haypen. The publicity about that accomplishes results. 

Mr. ScHomNEMAN. When a case gets into court, ves, sir. That 
opens it up for us. Otherwise we are dealing with the individual 
without publicity. 
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Senator Haypen. The publicity warns other people that they had 
better be good. 
Mr. ScHopNEMAN. That is right. 


QUESTION OF MORATORIUM TO PERMIT AMENDED RETURNS 


Senator Kincore. Let me ask a question at that point: Would 
be helpful and produce additional revenue if a moratorium were 
declared for, say, 12 months, a limited moratorium to permit anybody 
who cared to, to come in and file an amended income-tax return with- 
out any possibility of prosecution therefor, unless he did that after 
discovery and notice by the Bureau? 

Mr. ScnornemMan. It probably would result in additional revenue 
for that one year. I think it would be a very bad example to the 
taxpayers of that class to do a thing of that kind because I think 
they would get into the habit. In the first place, it would work a 
terrific injustice on the honest taxpayer. 

Senator Kitcorer. I do not mean to wipe out all penalties. 

Mr. ScHoOENEMAN. You cannot wipe out anything involving the 
fraudulent taxpayer without doing an injustice to the honest taxpayer. 


APPELLATE WORK 


Senator Kitcore. All right, go ahead. 

Mr. ScuopneMan. Activity No. 4 includes all appellate work. 
This is an activity which needs to be speeded up, to eliminate as many 
of the tax uncertainties as possible for both the taxpayer and the 
Government. In the income and profits tax field there were pending 
as of September 30, 1950, proposed deficie . ies of nearly $1.8 billion. 
Of this amount, issues involving nearly $1.4 billion were before thet 
Bureau and its field offices, $400 million be “i the Tax Court, and $12 
million before appellate courts. The proposed overassessments that 
were pending as of the same date aggregated $314 million, of which 
$262 million were before the Tax Court. 


TAXPAYERS CONFERENCES 


We are attempting to speed up this work by the selection of quali- 
fied appellate officers from our audit and investigative staffs. One or 
two figures on workloads will indicate what we are up against. The 
number of taxpayer conferences held during 1950 was 41,750. For 
1951 we estimate 46,900 and for 1952, 48,900. The number — case 
ae of appeals to the technical staff during 1950 was 11,572, for 
1951 it is estimated at 12,420, and for 1952 at 13,100. The. oe 
interest cost shows that we should add manpower to this activity. 
Of the total interest payments, only a very small portion arises from 
the overpayment type of oe the great bulk is associated with 
eases involving issues long in dispute; 3.5 percent of our total man- 
power and 4.8 percent of our iota cost are allocated to the appellate 
activity. 

Senator HayprEN. Is that interest rate too high? 

Mr. SCHOENEMAN. No, sir: if works both Ways. We vet 6 percent 
or one-half percent a month on our additional assessements, and we 
also pay one-half of 1 pereent on refunds. 
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Senator HaypENn. Does the Government gain or lose? 

Mr. ScHornreMAN. The amount of additional interest on the addi- 
tional assessments far exceeds the amount of interest paid on refunds. 
We have some detailed figures on this, Senator, if you would like to 
have them. 

Senator Kricorr. Could you at this point in the record insert the 
exact figures? 

Mr. ScHOENEMAN. Yes, sir. 


INTEREST ON DEFICIENCIES AND OVERASSESSMENTS 


Senator Kitcore. For the last 2 years, shall we say? 

Mr. Evans. Mr. Chairman, I have a statement going back to 1944, 
showing the interest paid by taxpayers on account of deficiency 
assessments and the interest paid to taxpayers on account of over- 
assessments. 

Senator Krtgorr. Will you put that into the record at this point, 
please? 

(The statement referred to is as follows:) 
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COST TO GOVERNMENT IN INTEREST ON REFUNDS 


Mr. ScHoENEMAN. You will notice that there is a small class of 
interest that arises from the payment of withholding tax refunds. That 
is because the law requires that there shall immediately be refunded 
Overpayments on withholding, and the collectors do a terrific task in 
getting those refunds ready. They are prepared so fast that the 
interest we have had to pay amounts to very little on those over- 
payments of the withholding tax. 

Senator Haypen. There was a time, however, when the net charge 
against the Government was substantial, if I remember correctly, on 
account of the delays. 

Mr. Arkeson. Mr. Chairman, in the first year that we had this 
quick refund of the type that the Commissioner is talking about of 
excessive withholding, we paid $22 million on account of being a little 
slow in the payment of those refunds. 

But now we have got that down to less than $2 million a year, be- 
cause substantially all of it gets out by April 15. The interest is 
computed up to within 30 days of the issuance of a check, and the law 
does not permit you to start computing interest until March 15. So 
we get practically all of that out interest-free. 

Senator Kiieore. Is it not a fact that the big bulk of the refunds 
are on the question of withholding tax? 

Mr. Arkeson. That is correct, sir. 

Senator Kricore. That is, in terms of the volume of business, not 
in terms of the volume of dollars, necessarily. 


ESTIMATED REFUND ON WITHHOLDING TAX 


Mr. ScHomNEMAN. Yes, sir. Roughly the figures this year will be 
$2.2 billion, of which $1.6 billion will be refunded on account of 
overwithholding. 

As to numbers, the total number of refunds runs around 32 million, 
of which about 31 million are refunds of overwithholding. 

Senator Kitcorr. Now, may I ask another question at that point: 
At one time, and not so far back , you used to allow the taxpayer to 
take credit on his next year’s taxes, and sometimes it would ride for 
3 or 4 vears. Was interest being paid at that time? 

Mr. Arxeson. Mr. Chairman, we still permit the credit to be 
carried forward to the next year’s return. There is a space on the 
income-tax return for the taxpayer to elect to do this. He checks 
the appropriate block. If he wants the refund check, we will give 
it to him. If he wants the credit, we carry it forward. 

Senator Kiicore. But does he get interest on it? 

Mr. ScHoENEMAN. No; he does not pay interest. Neither do we, 
because it is applied to an amount that is now due. There would 
be no interest under those circumstances. 

Senator Kiteorr. In other words, if he allows it to ride now, that 


is the case. But at one time there was interest in there because [ 
think one of your people on the Hill said that they were in very much 
of a hurry to get those balances paid. 

Mr. Arkrson. Any credit that is applied to a tax that has not 
become due involves an clement of interest. 

But in the case that vou are speaking of, there is no interest. 

Senator Kiigore. All right, go ahead, please. 
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WORK INCIDENT TO FEDERAL ALCOHOL ADMINISTRATION ACT 


Mr. ScHoENEMAN. Activity No. 5 covers all phases of work involved 
in the administration of (1) the internal-revenue laws relating to the 
supervision of production and warehousing, and the tax payment, of 
distilled spirits, alcohol, wines, fermented liquors, cereal beverages, and 
denatured alcohol, and (2) the provisions of the Federal Aleohol Ad- 
ministration Act and regulations issued thereunder; and the detection 
and prosecution of persons violating these statutes. The workload 
is determined largely by the scale of operations of the industries 
affected. Our workload estimates for 1952 are tied rather closely to 
the actual figures for 1950. One or two items will indicate the quan- 
tities involved. The number of inspections of plants and permittees 
aggregated 332,852 for 1950, and is estimated at 345,000 for 1952 
The number of investigations of violators was 29,906 for 1950, and is 
estimated at 31,400 for 1952. The number of gallons of mash seized 
during 1950 was 4,892,608, and is estimated at 5,100,000 for 1952 
This activity accounts for 6.6 percent of our manpower and 7.8 percent 
of our cost. 

Senator Haypen. Is there any relation between the amount of 
illicit distilling and the size of the tax? In other words, in connection 
with the proposed increase in the liquor tax, I have heard it alleged 
that that would be bound to lead to more bootlegging. 


INCREASE IN TAX RATE INCENTIVE TO BOOTLEGGING 


Mr, ScHOENEMAN. Our Deputy Commissioner testified before the 
House Ways and Means Committee on that particular question; and, 
while there can be no doubt that an increase in rates does make it 
more desirable for these people to deal in bootlegged liquor, at the 
same time it isn’t as great as some people seem to think. I think 
there have been some pretty exaggerated statements in that respect. 
But 1 would not be frank if I did not say that an increase in the tax 
rate provides a greater incentive for people to indulge in bootlegging, 

Senator Haypen. I do not know what it costs to make a gallon of 
liquor, the cost of the grain, and so on. I suppose it would cost about 
$l1a gallon. If the tax had been $6 per gallon and if it were raised 
to $8, do you think there would be more incentive to go out and pro- 
duce bootle ore d liquor? f 

Mr. ScHoENEMAN. I think it is bound to be true that there would 
be added incentive, but I don’t think there would be such an alarming 
increase as would worry our investigators to the point where they 
would not think they could catch up with them. 

Senator Bripces. May I ask a question, Mr. Commissioner, along 
the line of Senator Hayden’s question? What is the current tax on 
hard liquor, such as whisky today? What is the current tax on wine 
and on beer, and what is proposed on the new tax bill on each one? 
Can we just get that picture clear? 

Mr. Arkeson. Mr. Chairman and Senator Bridges, I don’t have 
the schedule that accompanied the Secretary’s statement — th he 
made to the House Ways and Means Committee on February 5. But 
I will be glad to get it and insert it in the record. It is a rather detailed 
statement. 

Senator Bripces. Do you have the man here who handles your 
liquor tax problems? 








68 TREASURY AND POST OFFICE APPROPRIATIONS, 1952 

Mr. Arxeson. Yes, sir. 

Mr. ScnorneMaNn. He may be able to give you the figures you are 
interested in. 

Senator Bripces. That would be right in line with Senator Hay- 
den’s question if we could get that picture. 

Mr. ScHOENEMAN. Mr. Harold A. Serr who is technical adviser in 
the Alcohol Tax Unit is here, and I think he can generally answer your 
questions. 

Senator Brivces. I think that will be very interesting. 

Mr. ScHomNEMAN. Mr. Chairman, this is Mr. Harold A. Serr who 
is technical adviser to the Deputy Commissioner of the Alcohol Tax 
Unit. 

Senator Haypen. Senator Bridges and I were making inquiry as 
to whether there would be any great increase in the difficulty of 
catching bootleggers and others if the rates of taxes on liquors were 
increased, as was proposed by the Secretary of the Treasury when 
he was before the Committee on Ways and Means. A great deal of 
propaganda is being directed to Senators and Congressmen to the 
effect that the results will be that the Government will actually lose 
money rather than gain it. What do you think about that? 


STATEMENT OF HAROLD A. SERR, TECHNICAL ADVISER, ALCOHOL 
TAX UNIT 


INCREASE IN BOOTLEGGING 


Mr. Serr. As you said, there is a great deal of propaganda. We. 


take the position that we have bootlegging now. 

Senator Kiitcore. Wait a minute. Let me interrupt, please. 
Whien you say ‘‘bootlegging,’’ you mean bootlegging of untaxed liquor? 

Mr. Serr. That is right. 

Senator Kingore. That is moonshine? 

Mr. Serr. Yes, sir. 

Senator Kitcore. We have always had bootlegging of taxed liquor 
to a certain extent, even over in the terminal over here. 

But you are talking about untaxed liquor, of course. You have 
always had some of that in certain sections, but is that on the increase? 


ENFORCEMENT ACTIVITIES 


Mr. Serr. It is on the increase. This has been our position: We 
measure the amount of bootlegging today, by the number of stills 
that we seize, the amount of mash we seize, and the number of people 
that we arrest—and it is in itself no small task. Last year we seized 
about re 800,000 gallons of mash. We seized 10,000 stills. We 
arrested 10,000 people. So that in itself is a big operation. 

Now, that has been increasing since the close of the war. There is 
no question about it. During the war, sugar supplies were shut off, 
and there were all kinds of opportunities for people who engage in 
illicit liquor operations to make money elsewhere. Of course, they did 
that. Now they seem to be returning to illicit liquor activities. 

Before the Secretary came out with his proposal to increase the 
taxes, you didn’t hear too much from the liquor people and State 
administrators that the Federal tax was worrying them. Now that 
a tax increase is proposed, they all come forward and say that this 
increase will have serious consequences. 
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PRESENT AND PROPOSED TAX ON LIQUOR 


Senator Bripces. To give us the picture, what is the current tax 
on hard liquor, wine, and beer? Also what is the proposed tax? 
Can you give us that? 

Mr. Serr. Yes. Our present tax on distilled spirit is $9 a tax 
gallon. It is proposed to increase that to $12 a gallon, or a $3-a- 
callon increase. 

Senator Haypen. What does it cost to make a gallon when the 
bootlegger makes it? 

Mr. Serr. The bootlegger has a raw material cost of probably a 
dollar a gallon to make it. He, of course, has other costs also. 

Senator Kirgorre. What does it cost the regular distiller? I 
mean exclusive of tax? 

Mr. Serr. At the still it probably costs him about 50 cents or 60 
cents a tax gallon. 

By the time he pays for barrels, ages it, takes care of his losses, 
advertising costs, and everything else, he probably ought to have at 
least a dollar and a half or two dollars a gallon. The big problem, of 
course, is on spirits. 


PROPOSED TAX ON WINE 


Senator Bripcres. What is the situation on wine? 

Mr. Serr. It is proposed to increase wines from 15 cents a gallon 
on wines of less than 14 percent alcoholic content to 50 cents a 
gallon. 

Senator Bripces. From 15 cents to 50 cents? 

Mr. Serr. Yes, sit 

Senator BripGres. What type of wine would this wine having less 
than 14 percent alcoholic content be? 

Mr. Serr. That would be dry wine, ordinary table wine. Then 
on wine which has more than 14 percent alcohol, and which is now 
taxed at 60 cents a gallon, it is proposed to move the tax up to $1.50 
a gallon. 

Senator Bripces. Those could be sherrys and ports? 

Mr. Serr. Yes, sir. Those are what we call sweet wines. 

Senator Bripges. Now will you take beer. 


PROPOSED INCREASE IN TAX ON BEER 


Mr. Serr. In the case of beer it is proposed to change the tax from 
$8 a barrel to $12 a barrel. 

Senator BripGes. How many gallons are there in a barrel? 

Mr. Serr. Thirty-one. It amounts to roughly about a cent and a 
third on a bottle or a glass of beer. 

Senator Bripges. A cent and a third? 

Mr. Serr. A 1% cents increase. It is the increase I am speaking 
about, 

Senator Bripcrs. What is the tax per bottle or per glass today, and 
What will the tax be when this proposal is put on? 

Mr. Serr. Do you mean the total? 

Senator Bripaes. Yes. 

Mr. Serr. The present tax would run about 2% or 2%-cents per 
bottle. The proposed rate would add a cent and one-third to that, 
making a total of 
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Senator BripGes. It would be about 4 cents per bottle or per glass? 

Mr. Serr. For a 12-ounce battle; yes, sir. There is no bootlegging 
of beer or wine to the extent that it is a problem. 

Senator BripGes. It is confined to liquors? 

Mr. Serr. The problem is confined to hard liquor. We think that 
if the tax is increased, certainly, there is going to be more incentive 
and some additional bootlegging. 

Senator Bripcres. Now, I have just one thing further on this. 
When is the tax paid? When is the physical time that the tax is paid? 
Is it paid when the liquor is put into bond, when it goes to the dis- 
tributor or at the still or when it goes to the retailer? When is it paid? 
When does the Government put its hands on it and takes the monev? 


TIME OF COLLECTION OF LIQUOR TAX 


Mr. Serr. We tax it whenever the distiller or warehouseman with- 
draws it ‘from bond,” as we callit. In other words, the distiller today 
is authorized to make liquor and put it into a bonded warehouse with- 
out paying the tax on it. It stays there until it has finished its aging 
and he is ready to take it out. Then when he is ready to take it out 
to bottle it, or sell it to someone, who wishes to bottle it, or to use in 
making medicines or extracts, he then pays the tax. 

Senator BripGes. And you collect it from the distiller? 

Mr. Serr. We collect it from the man who has physical possession 
of the liquor at the time it is taken out of bond. Ordinarily the tax is 
paid by the warehouseman. 

Senetor Haypen. That is to say, if I were a wholesale liquor 
businessman, I could buy some liquor in bond? 

Mr. Serr. You could buy a warehouse receipt. 

Senator HAYDEN. - receipt for that much liquor? 

Mr. Serr. Yes, sl 

Senator HaypEN. Then I would have to pay the tax, not the man 
who distilled it? 

Mr. Serr. We don’t care who owns the liquor. We just look to 
the person who has physical possession of it, as I said. In other 
words, vou could be a retailer, let’s say, and you could go to a distiller 
and say that you wanted to buy 10 barrels of whisky. He could 
sell vou receipts showing that you have title to 10 barrels of whisky 
in his warehouse. You could have that whiskey moved around from 
warehouse to warehouse at your direction, but as a retailer, you could 
not have physical possession of the bulk whisky. But as far as 
Internal Revenue supervision is concerned, we would not regulate 
the transactions in the receipts 

We make sure that those 10 barrels are in someone’s warehouse, 
and they may be moved from one warehouse to another. But when 
vou, as the owner of that warehouse receipt, give the order to take 
the whisky out of bond, you would have to arrange with the ware- 
houseman to reimburse him for the amount of the tax. The ware- 
houseman would come to us and ask to have the whisky gaged. 
We would then determine the quantity, and we would tell him how 
much tax is due on it, and he would pay the tax. 

Senator Bripces. Thank vou. 

Senator Kitcore. Along that line, the tax is the same no matter 
whether it is 12-year-old whisky or 4-vear-old whisky, and there is 
a pretty heavy wastage when it gets over 4 years old. 
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Mr. Serr. Yes, sir, but the tax is only paid on the quantity that 
comes out. 

Senator Kitcore. So the additional price that is paid for, shall we 
say, 12-year-old whiskey, does not mean any benefit to the Govern- 
ment? 

Mr. Serr. No. 

Senator Kitcore. The tax is the same, yet the amount soaked into 
the barrels during the interval is a loss taxwise to the Government. 

Mr. Serr. It isaloss, yes. On that point—up to September 1, 1950, 
the Government has a loss schedule, and the Government said in 
effect to the distillers, through that schedule, ‘‘ Lf you put your whiskey 
in a barrel and it lays there for 2 years, we will allow you as much as 
6 gallons to cover vour leakage and evaporation. If it goes beyond 
6 gallons, vou have to pay us the tax regardless whether the whiskey 
is there or not.’’ 

Under the change in law effective last September, that schedule 
was taken out, and now the distiller only pays on the amount of 
whiskey actually there, regardless of the amount lost. If the loss is 
excessive and we are satisfied that it wasn’t stolen and that the 
proprietor didn’t destroy it deliberately, he only pays on what is 
actually in the barrel. 

Senator Kitcorre. Now, these warehouses are commonly called 
bonded warehouses? 

Mr. Serr. That is right. 

Senator KinrGorer. They are owned by the distilleries or by the ware- 
house companies, but you have to maintain men at those warehouses, 
do vou not? 

Mr. Serr. Yes. 

Senator Kincore. As a part of vour Alcohol Tax Unit? 

Mr. Serr. That is right. That is where a good deal of our man- 
power Is assigned, 


NUMBER OF WAREHOUSES 


Senator Kircgorre. How many of those warehouses are there? 

Mr. Serr. There are 240 such warehouses. 

Senator Kitcore. About 240? 

Mr. Serr. That is right. 

Senator Kircore. How many men does it take to staff a warehouse? 

Mr. Serr. That, of course, varies. The larger warehouses like 
Hiram Walker, Schenley, or Seagram at Lawrenceburg, will take as 
many as 15 or 20 men. Some warehouses only require one man. 

Senator Kincorr. How many men did vou have in the Alcohol 
Tax Unit in 1940, if you remember? 

Mr. Serr. Mr. Evans probably has that information. 

Mr. Evans. We have not those figures with us. 

Senator Kingore. Can you insert the figures for 1940 and savy, 
1950, and what your anticipation is for 1952? 

Mr. EVANS. Yes, sir. You desire figures as to the total positions 
in the Aleohol Tax Unit? 


PERSONNEL, ALCOHOL TAX UNIT 


Senator Kincgore. The total positions in the outfit. Will you 
divide those figures showing the number in the warehouses, those 
engaged in the collection of taxes, your field personnel for the appre- 
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hension and stopping of the illicit traffic, and your administrative 
personnel, of course. Will you do that for those 3 years? I think 


that might be helpful to us. 


Mr. Evans. Would you want to include in the warehousing also 


the supervision of plants? 
Senator KinGore. Yes. 
(The information requested is as follows:) 


Average number of positions, alcohol tax unit, fiscal years 


Fiseal year 


1940 
Departmental: Supervisory and clerical 197 
Field 
Chemist 9 
Storekeeper gauger !___ 1, 225 | 
Inspector 2 479 
Investigator 1, 200 
Supervisory and clerical 1, 004 
Total_. . R 4, 234 


! Premises requiring supervision by storekeeper-gaugers 


June 30, 1940 


1940, 1950, and 1952 


Nil Estimated 
__ bane! fiscal year 
© 1952 

186 19} 

36 3 

1, 441 1, 527 

619 493 

877 874 

1, 099 1, 124 

4, 258 4, 245 


Number as of 


June 30, 1950 | Dec. 31, 1950 


Fruit distilleries 7 127 127 128 
Registered distilleries shee ne 124 iis 123 
Internal Revenue bonded warehouses 283 237 248 
Distillery denaturing bonded warehouses 2 2 2 
Tax-paid bottling houses 141 63 68 
Rectifying plants 250 184 | 78 
Industrial alcohol plants 38 5 56 
Industrial alcohol bonded warehouses 61 73 74 
Industrial alcohol denaturing plants a5 5 46 
Bonded wineries (fortifying wines (Number not available) 
| 
Total supervised by storekeeper-gaugers 1, 061 904 | 923 


? Premises requiring inspection by inspectors 


June 30, 1940 


All of the foregoing and in addition: 


Specially denatured alcohol users. - - : 4, 193 
Specially denatured alcohol dealers 52 
Reprocessors, rebottlers, etc . 
Users of tax-free alcohol 6, 482 
Breweries 580 
Bonded wineries ; 1, 036 
Bonded wine storerooms 67 
Bonded field warehouses 31 
Vinegar factories 18 
Importers 
Wholesale liquor dealers Z 5, 531 
Wholesale malt-liquor dealers : 19, 597 
Retail liquor dealers 256, 778 
Retail malt-liquor dealers 152, 540 
Manufacturers of nonbeverage products (draw- 

back) 
Bottle manufacturers 55 
Carriers 


Fruit-flavor concentrate plants 


Total premises and permittees subject to inspec- 


tion ‘ : ‘ 439, 021 | 


Number as of— 


June 30, 1950 | Dee. 31, 1950 


4, 340 | 4, 305 


37 35 

2, 028 2, 041 
7,475 | 7, 07 
392 376 
728 | 706 

79 | 77 

30 33, 

& | 8 

1, 299 1, 207 
7, 869 7, 454 
13, 793 12, 513 
304, 160 274, 657 
175, 144 152, 939 
1, 160 042 
74 74 

446 448 

4 y 


519, 970 466, 444 
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COLLECTION OF TAX ON BEER 


Senator Kitcorr. I have another item there: Do you supervise 
the collection of the tax on beer? 

Mr. Serr. Yes, we supervise the collection of the tax on beer. 

Senator Kincorr. As I understand it, they buy stamps and then 


you meter the beer; is that right? 


Mr. Serr. That is right. 

Senator KruGorn. And you have to have metermen there to check 
the amount that goes to the bottlers and the amount that goes into 
the casks in order to pull the correct number of stamps for the par- 
ticular packaging for that particular grade; is that right? 

Mr. Serr. The meter today is there largely as a check on the 
accuracy of the brewer’s reports to us. Actually the brewer must 
put a stamp on each keg of beer removed. 

Senator Kitcorr. How about a case of beer? 

Mr. Serr. On a case of beer, up to March 1, 1950, the brewer paid 
his tax on the amount that went through the meter to the bottling 
house for bottling. Then the law was changed, and he now pays 
tax according to his records of case removals from the bottling house. 

We now use the bottling-house meters as a check on the amount 
of beer removed to the bottling house. The brewer has to account 
to us for the difference between what was metered over, what was 
destroyed under our supervision, and what he has on hand. 

Senator Kitcorr. You say “destroyed under our supervision’’? 
By that you mean what? 

Mr. Serr. He has remnants that he does not want to put into 
bottles, such as beer that has gone flat. 

Senator Kiitgorr. Do you have any control over the alcoholic 
content of the beer? 

Mr. Serr. No; that makes no difference in the tax. Beer is 
always taxed at the same rate. 

Senator KitGorr. Does that come under separate regulations? 

Mr. Serr. You mean as to whether it is labeled as being over 4 
percent or less than 4 percent? 

Senator Bripars. Yes. May I ask you right there whether all 
cans or bottles of beer have the same fluid content? 

Mr. Serr. Oh, no. They are of different sizes. The normal can 
contains 12 ounces and the normal bottle contains 12 ounces. 

Senator Bripages. And you do not regulate that? 

Mr. Serr. No, sir. We don’t like to see so many different sizes, 
but that is something for the industry to decide. 

Senator Brinces. You do not regulate because your tax is on the 
bulk that goes into them? 

Mr. Serr. Yes, sir. But when we stopped collecting the tax on 
the basis of the meter readings, and started collecting the tax on the 
removal records at the breweries, it made more work for us because, 
instead of checking a machine which records the volume of beer that 
went through it, we now have to wait until the brewer bottles it, or 
cans it, and then go through all of his removal records. 

Senator Haypen. Which brings in the most money to the Govern- 
ment? 

Mr. Serr. How do you mean? 

Senator Kincorre. Net money. 
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Senator Haypen. Yes, sir; net money, the old method or the new 
method. 


Mr. Serr. The old method. 

Senator Haypen. In other words, did the Government gain any 
revenue by this new arrangement? 

Mr. Serr. No; it lost, because the brewers’ argument with the 
Government was that they were paying the Government tax on beer 
lost in their bottling house which did not get into cans or bottles. 
Any wastage or loss in the bottling house was taxed. 

Senator Kircore. Then if something happens in the bottling house, 
somebody has to be there to check up or they will run a few extra 
cases through on you? 

Mr. Serr. Definitely. 

Senator Kingorer. That requires more personnel; does it not? 

Mr. Serr. That is right. 

Senator Kitcorr. How much additional personnel was occasioned 
by that change in regulation? 

Mr. Serr. The change increased our work of collecting beer taxes 
probably about 25 percent, which would be the « quivalent. of about 20 
inspectors. We tried to absorb the additional work by spreading our 
supervision of other premises thinner. That is not good. We don’t 
like to do it. 

TAX ON IMPORTED LIQUOR 


Senator Brinces. I would like to ask you one question along the 
line of Senator race dees) s questions. You explained in the case of 
domestic liquors how you acquire the tax. Now, let us take imported 
Scotch, for example: When is the tax physically paid on that—when 
it is imported, or are they allowed to import that and put it into the 
warehouses? 

Mr. Serr. They are allowed to import that and put it into a cus- 
toms warehouse and hold it there until they get their orders to remove 
it for use or for sale. 

Senator Bringes. You collect the tax, then, when it is taken from 
the warehouse? 

Mr. Serr. It is collected at the time that it is removed. 

Senator Bripcrs. How do you insure when it comes here in bulk 
that it does go into a warehouse and that it is not distributed before 
you collect the tax on it? 
~ Mr. Serr. Of course, Customs handles that. 

Senator Bripces. And you cooperate with Customs? 

Mr. Serr. It is handled by the Customs people. It is their job to 
see that the liquor is imported only at a port where it can be super- 
vised. 

Senator Kitcore. Are any of the expenses of the Aleohol Tax Unit 
reimbursable from the manufacturers? 

Mr. Serr. No, we get no return from the manufacturers such as 
Customs does. 

COLLECTION OF TAX ON WINES 


Senator Kircore. What about the question of the bottling of 
I think they might just as well cover the whole thing because 
it seems to me that it might be better to go back to the old system on 
beer. 


wines? 
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Mr. Serr. The brewers would not like that at all. They lobbied 
to get their bill adopted. 

Senator Kitcorr. How is wine handled? 

Mr. Serr. Wine also is taxed when removed from the winery or 
“bonded” storage, as we callit. The wine maker has the option of either 
bottling it in the winery and putting stamps on the cases or else 
paying the tax on the wine in bulk and removing it from the winery 
to a place where he bottles it as tax-paid wine, 

Senator Kircorr. Again you would have to supervise those 
operations? 

Mr. Serr. No. Our supervision over wine that has been tax- 
paid and removed from the winery or from the storeroom is very 
limited. About the only supervision we give those places is that which 
we would give an ordinary wholesaler. That means that an occa- 
sional inspector drops into his place of business. 

Senator Kincore. Referring to these figures on personnel that | 
ask you to supply for the record, may | ask you to have those include 
in separate categories the beer and the wine situation so that they 
will divide up into whisky, beer and wine, and industrial alcohol. 

Mr. Serr. May I make a suggestion here? The difficulty is that 
we have personnel called inspectors for the supervision of bre werles 
and wineries. Now, these inspectors not only supervise wineries and 
breweries, but we assign them also to inspect permittees such as those 
who use tax-free or specially denatured alcohol. In other words, 
many different kinds of plants may be assigned to inspectors. An 
inspector may be sent out with a number of assignments, one for a 
winery, another for a brewery, and others for other types of plants or 
permittees. So it is difficult for us to classify our inspectors and say 
that so many are used for brewery supervision, so many to winery 
supervision, and so on. I am not sure that we will be able to classify 
our inspe ctors into the groups requested, 

[ have the same comment on storekeeper-gagers. I think you 
asked for gagers according to assignments. 

Senator KrirGorr. Could that not be covered by a footnote? Give 
us the tabulation as nearly as you can and then supply a footnote 
with the tabulation explaining that. 

Mr. Serr. I think I know what you want. We will try to show 
how our inspectors and storekeeper-gagers are assigned, 

Senator Haypren. Let me ask this: As a result of the work done by 
the inspectors, do you occasionally catch people cheating, or are they 
fairly honest? 

Mr. Serr. Oh, we catch them cheating. 

Senator Haypun. What I am interested in is this: Does the Gov- 
ernment receive sufficient revenue to pay their salaries and expenses 
by reason of detecting illegal acts? 

Mr. Szkrr. Well, I don’t know what you would do with wine 
makers or brewers who pay us large sums without going around and 
checking up on their records and seeing that they are making proper 
returns. 

Senator Haypen. What I am getting at is this: Do you frequently 
or occasionally find somebody who is cheating? 

Mr. Serr. Yes. 

Senator KrinGorr. Can you tell the committee anything about this 
recent reported shipment of whisky from Illinois into Louisiana which 
occurred last week or which was brought up last week? 
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SPECIFIC PROBLEM ENCOUNTERED 


Mr. Srerr. The practice you refer to is the so-called export traffic. 
‘That has been going on for a great many years. There are large areas, 
especially in the South, where through local option counties and cities 
have been voted dry. Of course, the States of Mississippi and Okla- 
homa are also dry. 

Senator Kincore. Is it not a fact that part of Kentucky is dry? 

Mr. Serr. Yes. 

Senator Kiircore. A number of counties? 

Mr. Serr. I think that out of 105 counties, there are 96 of them 
that are dry. In the State of Tennessee, I think there are only 5 wet 
counties out of close to 100 counties. 

So there is an opportunity there for these border wholesalers to sell 
liquor to a dealer from a dry county or dry State. The situation 
referred to concerns itself with a couple of wholesalers in southern 
Illinois. That State has an export law and permits the export of 
liquors without paying any State tax. These wholesalers sell to 
dealers from local-option and dry States. Sometimes it is ostensibly 
shipped into a wet State like Louisiana or to a dealer in a wet county, 
and is diverted into dry counties. 

Of course, the whole difficulty is that these States into which this 
liquor is moving have different objectives. Some of them want their 
State tax on it. Others don’t want the liquor to come in at all. 

Senator Kitcore. Is it not also a fact that under the law your 
unit has to help out in the prevention of that sort of thing? 

Mr. Serr. No; that is not exactly it. We do enforce section 2857, 
Internal Revenue Code, which requires wholesalers to keep records. 

Senator Kincore. Those matters come up in Federal court when 
you move across a dry line; do they not? 


EFFECT OF LIQUOR ENFORCEMENT ACT OF 1986 


Mr. Serr. The Liquor Enforcement Act of 1936, which gave—— 

Senator Kitcore. That is the act which I am thinking of. Has 
it been repealed? 

Mr. Serr. No. That act authorized the Federal Government to 
use its forces to prevent liquor going into dry States, provided the 
State sets up a permit system and by that method qualifies for Federal 
protection. The State of Mississippi has never set up a permit 
system. 

Senator Kricore. Is any part of your present workload occasioned 
by that law? 

Mr. Serr. At present, no. You see, Mississippi and Oklahoma 
are the only dry States. Kansas was dry for along time. Oklahoma 
had a permit system but repealed it in 1947, but reenacted it in 1949. 
The Federal court later held it to be invalid. Another enabling act 
is now before the legislature. 

Senator Kitcore. I well remember that during the war we had one 
particular section of West Virginia with |which I think Mr. Oliphant 
is rather familiar. In that section, contrary to iaw, whisky was be- 
ing sold by the drink in open cocktail bars and everything else. The 
local authorities were doing nothing to prevent it. We had a great 
deal of trouble because they couldn’t buy from the State liquor mo- 
nopoly, and they were buying their supplies in the District of Columbia. 
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The Federal courts were literally full of complaints about liquor 
being sold by wholesalers in Maryland and in the District of Columbia 
and which was being run across the State in automobiles and in trucks 
into those particular areas. During the liquor shortage there was a 
great deal of that going on because the monopoly in the State was not 

ible to cope with the situation, and we had a great deal of liquor 
brought in from the District of Columbia, from Maryland, and even 
from New Jersey. 


Mr. Serr. That has since stopped. 

Senator Kitcore. That has since been stopped, since the monopoly 
has been able to get hold of the situation, with the exception of the 
fact that it is still going on and is being carried on by illicit dealers 
who operate under the protection of local authorities. 

Mr. Serr. When the liquor administrators were before the Kefauver 
committee, just a couple of weeks ago, they brought out the fact that 
they had made arrangements with the authorities in the State of 
Maryland and that they no longer had any trouble. 

Senator Kiteore. Is there anything further? 

Now, Mr. Serr, I would like to know whether you would like to go 
ahead. I wish you would stay here and go ahead with your justification. 

There are some points here that fit right into your testimony. We 
might first let the Commissioner finish his statement, and then I would 
like to get this justification as soon as possible after his statement is 
completed. 

Now, Mr. Commissioner, will you proceed. I am sorry to have 
interrupted you. I was interested in that phase of taxes. 

Mr. ScHoOENEMAN. That is perfectly all right, Mr. Chairman. 


HOUSEKEEPING OPERATIONS 


Activity No. 6 covers the so-called housekeeping operations of receiv- 
ing and accounting for returns and money, and all the incidental paper 
work. For 1952, this ac tivity accounts for 31.8 percent of our man- 
power and 26.9 percent of our cost. The operations involved are so 
numerous and diverse that it is difficult to obtain a satisfactory index 
of the aggregate workload. Several types of workload data are shown 
in the estimates before you, but I believe that the one item to be 
high-lighted is the number of returns to be received, controlled, and 

otherwise processed, 

The 1950 figure is not directly comparable with figures for later 
vears, because our official count of returns in 1959 reflects the con- 
solidation of the social-security and the withholding-tax returns in the 
final quarter of the year only. 


TOTAL TAX RETURNS 


For 1951 the estimated number of all returns received is 83,515,000. 
The estimate for 1952 is 90,072,000, which represents an increase of 
6,557,000, or 8 percent. This increase is accounted for by: : 

(a) Quarterly returns under extended social-security coverage for 
three additional quarters (only one quarter represented in 1951): 
6,057,000 returns. 

(b) Additional individual income-tax returns attributable to the 
extension of social-security coverage to self-employed persons: 
900,000 returns. 
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The highly conservative character of this 1952 estimate of returns is 
indicated by the fact that it makes no allowance for an increase in 
regular income-tax returns, Forms 1040A and 1040. Some expansion 
of returns in this area seems inevitable. however, in consequence of 
population growth and a larger number of persons gainfully employed. 


STATISTICAL REPORTING AND EXECUTIVE DIRECTION 


The two remaining activities shown in the budget estimates are 
statistical reporting and executive direction. There are no adequate 
workload indexes for either of these activities, but both combined 
account for only about 1 percent of our manpower and cost. 

This brief review of the composition of our workload by activities 
leads me to the conclusion that we will be confronted during 1952 
with a much greater workload than during 1951, and that the 
1952 workload will have greater importance as a result of the probable 
increased urgency for the collection of the revenues. 

Despite this fact, we are now asking for an increase of only 148 new 
average positions. Our estimates also provide for the full- vear em- 
ployment of the personnel appointed for 2 and 3 months in 1951 to 
the 2,503 new positions established under our 1951 supplemental 
appropriation for the administration of the new social-security levies. 
From the money standpoint, we are seeking an increase of only 3.51 
percent. 

Contrasting this request with the workload increases which I have 
described, it must be observed that we are depending in part upon the 
continuing success of our efforts to develop far-reaching i improvements 
in both our housekeeping and enforcement operations to aid in seeing 
us through. 

During the past vears vou have indicated a sympathetic interest in 
our management program and policies, and I should like to take a few 
minutes to refresh your memory in regard to this program. 


EFFECTIVE AUDIT COVERAGE AND COLLECTION OF REVENUE 


A. We have consistently striven to achieve more effective audit 
coverage and thereby do a better job of collecting the revenue which 
the Congress expects us to collect. To this end we have 

(1) Undertaken through the audit-control program to develop a 
method of locating tax errors by type of return and source of error in 
an attempt to improve the audit coverage and also concentrate audit 
effort on returns which are most in need of audit. The preliminary 
findings have already led us to some redirection of our manpower 
which we believe will achieve a better utilization of our enforcement 
officers. The analytical work is continuing and more improvement in 
audit policy and direction of audit effort is expected. 

(2) Expanded to a limited extent our audit coverage by entering 
into cooperative audit agreements with the States of Wisconsin and 
North Carolina. 

Senator Bripces. Mr. Commissioner, I do not want to interrupt 
you, but will you tell us what you mean by these cooperative audit 
agreements with States? 
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COOPERATIVE AUDIT AGREEMENTS 


Mr. ScHOENEMAN. Rather than give you a general statement, let 
me have Dr. Atkeson give you a detailed statement of just what that 
means. 

Mr. Arxeson. Under section 55 of the Internal Revenue Code, the 
Congress has authorized the Commissioner to make available to the 
State governments, upon request by the governor of the State, copies 
of tax returns for use in the official administration of tax laws bv the 
States. 

As a consequence of that authorization, quite a number of the 
States which have income-tax laws have been getting, for a number of 
vears, copies of our returns through photoste iting, or transcribing, or 
microfilming. It was a one-way proposition. We were not getting 
much return from the States by way of helping us to expand our own 
audit coverage. So we felt that we would take advantage of that 
situation by asking Wisconsin and North Carolina, on a test basis, if 
they would, in exchange for the information we give them as a result 
of our audit, give us, in return, information on taxpayers in their own 
district. 

Thus, for example, if we were to pick up a return and find a defici- 
ency of, say, a thousand dollars, because of unreported rent, we 
automatically give that to the State collector in North Carolina. If 
they were to pick up an individual whom we had not audited and as to 
whom they had found some error of some other nature, they would 
automatically give that to us. 

Now, our problem has been whether or not we could use that informa- 
tion to directly approach the taxpaver by means of a 30-day proposal! 
letter and say, ‘‘We propose to assess tax on this ‘‘because we have 
the primary responsibility of making an audit of that. But the objec- 
tive there is to keep from having to bother the taxpayer twice by having 
the State audit his books and then by having us audit them. 

The second objective is to get a broader coverage of taxpayers, 
with practically no additional cost. 

Senator BripGes. Let me ask vou a question right there: Income- 
tax returns, that is, Federal income-tax returns are considered inviolate 

far as being available to the public is concerned. Do the States 
with whom vou have these cooperative arrangements maintain the 
secrecy Which the Bureau maintains as far as their own standards are 
concerned? 

Mr. Arkrson. The code places a burden upon the States to 


STATEMENT OF CHARLES OLIPHANT, CHIEF COUNSEL, BUREAU 
OF INTERNAL REVENUE 


PENALTY FOR ISSUING TAX INFORMATION UNLAWFULLY 


Mr. OurpHant. May I add, Senator, that there is a penalty in the 
Federal law which applies to State officials who use Federal income- 
tax information for other than tax purposes. 

Senator BripGes. I see. 

Mr. Arkrson. We have had no trouble of a serious nature with 
respect to the exchange of returns between States and the Federal 
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Government. We have had some complaints from certain taxpayers 
but not in these two States. We are jealously guarding the secrecy 
of tax returns. 

Senator Bripces. Now, Mr. Commissioner, in that connection you 
said that you audit certain tax returns, several million each year. 
Now, after they are audited you hear reports—I am getting them and 
members of the committee also have—about the harassment of cer- 
tain taxpayers. Whether that is true or untrue, I am not comment- 
ing. But after their returns are audited and the agreement is signed 
between the taxpayer and the Bureau, that ends it, does it not, unless 
there is fraud discovered at some later time? 

Mr. ScHoOENEMAN. That is right. If the taxpayer agreed to the 
proposed additional assessment, the taxpayer is billed for that addi- 
tional amount and that is a closed case as far as we are concerned 
unless, as you say, if fraud develops. 

Senator BripGeEs. So after the agreement is signed by the taxpayer, 
there is no further harassment of that taxpayer. Any harassment, if 
it occurs, occurs during the period when the return is being audited 
and examined? 

Mr. ScHOENEMAN. Yes. 

Senator Bripges. I should not say that there is harassment, but 
I mean that while his audit is being conducted—— 

Mr. ScHoENEMAN. His contact with us is during the time of our 
examination. 

Senator Bripces. After that is closed, the matter is a closed book 
unless fraud is developed. How far do you go back on fraud? 


STATUTE OF LIMITATIONS ON TAX CASES 


Mr. OuieHant. There is no statute of limitations on the civil side, 
The statute of limitations on the criminal side for the evasion of 
taxes is 6 years. 

Senator Bripces. What is the limit on ordinary taxes? 

Mr. Ourenant. In the case of ordinary taxes it is 3 years. There 
is one exception in the code, and where there is an udnerstatement 
of income in the return to the extent of 25 percent, we have a 5-year 
period. Those are rare cases. Most of the cases are within a 3-year 
period. 

Senator Ecron. Mr. Chairman, may I ask a question while we 
are on the subject? 

Senator Kitcore. Go ahead, sir. 


COLLECTOR DOES NOT RETAIN PERCENTAGE OF TAX COLLECTED 


Senator Ecron. It is not true, is it, that a collector who picks up 
additional taxes gets a certain percentage of the collection; is it? 

Mr. ScHOENEMAN. Definitely it is not. We have never done that. 
That particular question has not been asked us before. Certainly 
the deputy collector or the revenue agent gets no more out of an 
additional assessment recommended by him than if he were engaged 
in the refund of taxes or offers in compromise. 

There has been some thought on the part of taxpayers that the 
promotion of a revenue agent or an enforcement officer depends on 
how much additional taxes he recommends. Thet is not true. It is 
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true that we do keep a record of production or of the ac complishments 
of a deputy collector or of a revenue agent. His promotion is not 
based upon the amount of additional revenue he brings in. But we 
do feel that we should know what he is doing in that field. I think 
we would be in a very bad position before your committee and other 
committees of Congress if you asked us how much additional taxes 
we collected and if we did not keep figures of that kind, production 
rece cords. 

But certainly no revenue agent, deputy collector, or any other 
employee of the internal revenue service gets any more money because 
of the fact that he collects more taxes. 

} Senator Ecron. And his promotion status does not depend on the 
additional amount that he collects? 

Mr. SCHOENEMAN. No, sir; it does not. It is one of the things 
that a supervising officer might look at to indicate whether he is 
keeping pace. 

Senator Ecron. Whether he is efficient and whether he is competent 
and ison the job or not. Iam glad you have placed that in the record 
because | know a lot of people are laboring under that misappre- 
hension. 


PAYMENT TO INFORMERS NOT IN GOVERNMENT SERVICE 


Senator Kiitcore. Is not the fact, though, Mr. Commissioner, that 
vou do pay informants who are not in the Government service? 

Mr. ScHOENEMAN. Yes. 

Senator Kircorer. I wonder if you would explain that for the record? 

Mr. ScHOENEMAN. Yes. That is not paid to any of our internal 
revenue employees. But anyone who has information that will be 
helpful to us or which he thinks will be helpful to us in catching up 
with a tax evader may make a contract with us whereby he can claim 
a reward for the information given us. 

Senator Kitgore. Just like Customs which does the same thing? 

Mr. ScHoENEMAN. Yes; that is true. 

Senator Haypen. What is the percentage allowed on that? 

Mir. ScHOENEMAN. It varies, Senator. It depends upon what we 
feel the value of that information is to us. [ would say that ordinarily 

think it would average about 5 percent. Is that not about right, 
Mr. Oliphant? 

Mir. OtieHANT. It is somewhere around 5 percent. 

Senator HaypEN. What is the maximum vou have allowed? 

Mr. OvipHant. Under the pending regulations, there is no maxi- 
mum. 

Mr. ScHorENEMAN. I do not think it has ever exceeded 10 percent. 

Mr. Ouipuant. It would rarely exceed 10 percent. We had for 
some years @ requirement in the regulations that rewards should not 


exceed 10 percent, but there are instances where a reward of more than 


10 percent might be justified. 
RATIO OF AMOUNT COLLECTED TO AMOUNT EXPENDED 


Senator Haypren. What is the ratio between the amount of money 
xpended by the Government and the amount of money collected, 


additional money collected by these efforts? 
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Mr. ScHOENEMAN. On the basis of over- -all collections, taking the 
1950 fiscal year, the cost of collecting $38,957,000,000 during that 
year was 59 cents per $100. 

Senator HaypEeNn. Does that 59 cents for each $100 represent the 
cost of tax collections from tax evaders? 

Mr. ScHOENEMAN. I think it would be a little unfair to say that that 
is true. That figure of 59 cents is applied to the over-all cost of 
collecting the revenue, whether voluntarily paid or whether paid 
a result of our efforts to bring in additional tax revenues. 

Senator Hayprn. Revenue which is involuntarily paid requires 
the maintenance of an office 

Mr. ScHOENEMAN. And a great deal of detail work in that connec- 
tion too, Senator. 

Senator Haypen. | understand that, but we are interested in that 
cost. [am talking about the cost of putting on additional men whose 
business primarily is to require somebody to pay a tax that he other- 
wise would not pay. Does he take in as much as it costs to hire him? 

Mr. ScHOENEMAN. The ratio right now I would say is about 20 to 

For every dollar we spend, we get $20 of return on these investi- 
gations. We get $20 for every dollar we spend; and, of course, as the 
rates go up, that will increase. 

Senator Hayprn. Then it is profitable to the Government to have 
an ample force? 

Mr. ScHOENEMAN. It is extremely profitable, su 

Senator Haypen. To see that taxes are not evaded? 

Mr. ScHoeENEMAN. We gain money by doing that. It is not only 
profitable, but we regret that we cannot do more of it. 

Senator Kincorr. Do you not bave a table that shows all of that 
some place there? I thought you might put it in the record. 

Mr. Evans. Mr. Chairman, this table goes back to 1866 and shows 
the cost of collection for each $100. Would you care to go back that 
far or would you rather have only the last 10 years? 

Senator HaypEN. What I was interested in was the cost of putting 
on the additional men because you know that people are evading the 
paving of their taxes. 

Mr. ScHomnemMan. That answer, Senator, is 20 to 1, at the present 
time, and it will increase when the rates go up. 

Senator Kitcors. In other words, you get $20 for every dollar 
spent? 

Mr. ScHoeNeMAN. Yes. Of course, there is an indirect value. 
If we do not do that work, there would be a lot of honest taxpayers 
who might become dishonest taxpayers. 

Senator Haypen. I would suggest that you insert the table for the 
last 10 years instead of beginning back in 1866. 

Mr. ScHoENEMAN. Your question is directed to the additional 
taxes collected rather than to the over-all picture. We have a table 
showing that, and we will be glad to supply it for the record. 


HISTORICAL TABLE OF TAX COLLECTIONS AND ADMINISTRATIVE COSTS 


Senator Kircorre. Could you put that table in the record going 
back to 1866, as you said, and then pick it up for 10 years, say, and 
give us the cost of collecting from reluctant taxpayers, shall I say. 
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Mr. ScHOENEMAN. They might not be characterized as reluctant 
taxpayers because a lot of these people make honest mistakes. 

Senator Kitacore. It is the cost of picking up taxes that would not 
otherwise have been paid. 

Mr. ScHOENEMAN. Their interpretation of the law is different from 
ours, and as a result of those efforts we bring in this additional money. 

(The statements referred to are as follows:) 


The information to be supplied as to cost of collecting additional taxes is as 
follows: 
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Internal Revenue Bureau—Table showing collections, expenditures, population, tax 
per capita, cost of collecting, and number of employees, fiscal year 1866 to date 
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Internal Revenue Bureau—Table showing . collections, expenditures, populati 
tax per capita, cost of collecting, and number of employees, fiscal year 1866 
date—Continued 


1909... __| 
1910 | 
cual 
1912... 

1913_ | 
1914. | 
1915..__| 
1916__- 
1917... 
1918__. 

1919_ | 
1920. ___| 
1921 

1022... . 
1923 
1924_ 


1945_.- 
1946__. 
1947... 
1948... 
1949 ___ 
1950 
1951 
1952 5 


fo 


Fiscal 


year | 


1 Exclusive of cost of prohibition and narcotic enforcement. 
? Exclusive of prohibition and narcotic personnel. 


llows: 


1920 
1921 
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1923 
1924. 
1925 _. 
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2.02 
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, 894. 69 1,71 
, 453. 85 i. 
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31, 023.86 | 1.64 | 
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3, 640, 44 | .95 | 
5, 820. 9: | 
, 078, 56 . 53 | 
40, 251. 81 . 50 
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300, 816, 308 25 

773, 213, 213. 94 54 

448, 571,174.39 39 
653, 195, 315. 28 12 
658, 765, 314. 33 03 

181, 573, 952. 58 13 

340, 452, 346. 78 12 

370, 108, 377. 66 . 89 
.976, 589, 177. 72 . 
22,227, 341, 482. 55 .44 
39, , 717, 001. 08 ~o2 
4 43,675, 865, 945. 25 ose 
4 40,558, 913, 039. Al .43 
39, 108, 385, 741. 63 . 52 
41, 864, 542, 295. 40 . 44 
40, 463, 125, O18. 61 ff 
38, 957, 131, 768. 00 . 59 
47, 883, 000, 000. 00 . 52 
59, 711, 000, 000. 00 . 43 


Fiscal year 


Population 
of United 
States 


90, 691, 354 


92, 267, 080 | 


93, 682, 189 
95, 097, 298 
96, 512, 407 
97, 927, 
99, 342, 625 
100, 757, 
102, 172, 845 
103, 587, 955 
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105, 003, 065 | 
106, 418, 175 | 


107, 833, 284 


109, 743, 000 | 


111, 268, 000 
112, 686, 000 
114, 104, 000 
115, 523, 000 
3, 000 
, 000 
, 000 
, 000 
124, 070, 000 


124, 822, 000 | 


125, 693, 000 
126, 425, 000 


127, 172, 000 | 


128, 426, 000 
129, 337, 000 


130, 200, 000 | 


31, 173, 000 
, 000 
2, 000 
2, 000 

36, 527, 
138, 001, 
139, 601, 
140, 987, 000 
143, 892, 000 
146, 571, 000 
149, 215, 000 


000 


151,917,000 | 256. 437 


(8) 
(6) 


000 | 
000 | 23 


(6) 
(®) 


1927 (prohibition and narcotic enforcement placed under separate 


bureau, effective Apr. 1, 


] 951 x 
1952 5 


1927, Public Act No. 751, 69th Cong.). 


Bureau Field | Total 

sins ———_—-|—_ 
450| 2,142] 2, 59! 
503 | 2, 168 2, 671 
604 | 3,074 | 3, 678 
687 | 2, 695 | 3, 382 
688 2, 631 | 3,319 
592 3, 173 | 3 765 
307 3, 263 | 3, 570 
4,409 | 54,939} 59,348 
59, 305 
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13, 311 
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4, 341 | 54, 964 


3 Excludes amount transferred to Post Office Department to cover cost of selling vehicle tax stamps. 
* Excludes amount collected by Post Office Department for vehicles tax, 


5 Estimated 
6 Not available. 








, 602 | 16, 546 | 21, 
, 580 | 17,465 | 22, 

18,421 | 22 
993 | 18,430 | 22 


| 4,273 | 41,898 | 46, 

441 | 45,373 | 49, 
144 | 54,549 | 59, 
| 771 | 48,059 | 52, 


47,481 | 52, 
47,712 | 52, 
| 51,248 | 55, 551 
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259 | 3, 536 3 
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| 6,671 | 11,039 [217 
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Senator Kitgore. On the question asked by Senator Ecton, I note 
that you have an item in this budget of ‘““Not to exceed $500,000 for 
detecting and bringing to trial, persons guilty of violating the Internal 
Revenue laws or conniving at the same, as authorized by law (26 
U.S. C. 3792).” Is that what you mean by these rewards? 

Mr. SCHOENEMAN. Yes, sir. 

Senator HaypEeN. That is a tremendous sum of money. How 
much has been spent? 

Mr. ScHOENEMAN. Mr. Evans, do you have the figures as to how 
much has been spent? 

Senator HaypEN. On rewards. 

Mr. Evans. Last year we spent approximately $80,000 on rewards. 
There was a delay in payment of several large claims last year. We 
will spend the entire $500,000 this year. I have a statement showing 
receipts and expenditures. We spent $80,764 in 1950 fiscal vear, and 
we secured in revenue, as a result of that cost, $1,259,419. 

Senator Kircorr. Do you have any obligated contracts out now 
that will come out of this $500,000 you are still working with? 

Mr. Evans. There are quite a number of claims pending. Of 
course, we do not know, Mr. Chairman, what those claims will amount 
to, as allowed. 

Mr. ScHOENEMAN. There is a lag in those claims, Mr. Chairman, 
because we don’t pay the reward until we get the money in. 

Senator Kitcore. That is right. In other words, you have potential 
outstanding obligations on that? 

Mr. SCHOENEMAN. Yes, sir. 

Senator Kitcorre. And that may use up this whole amount of 
$500,000? 

Mr. ScHoOENEMAN. That is right. 

Senator Kitcore. | wonder whether the members of the committee 
would care to go right ahead, unless we have to go upstairs, and 
finish with the Commissioner 

Senator Haypen. We can run here a few minutes longer. 

Mr. ScHOENEMAN. | am from New England; I can talk pretty fast. 

Senator Brinces. | thought you were going to say that when you 
are hungry you talk pretty fast. 


PROPOSED AUDIT AGREEMENTS WITH OTHER STATES 


Mr. ScHOENEMAN. Based on the results of this experience, we 
propose to enter into similar agreements with at least three addi- 
tional States during this calendar year. 

(3) Gradually increased the number of audit personnel through 
authorizations obtained from the Congress and through savings 
in the performance of our nonaudit functions. 

(4) Adopted numerous procedural changes designed to speed up 
the flow of individual income-tax returns, such as elimination of the 
requirement that the returns should come to Washington. 

B. We have consistently attempted to improve compliance on the 
part of taxpayers by 

(1) Continually improving the tax return forms so as to obtain 
more accurate reporting by taxpayers. A recent example is the 
requirement that receipts of dividends and interest be itemized on 
Form 1040, 
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(2) Redirecting audit efforts to weaker areas in order to stimulate 
greater voluntary compliance; and 
3) Keeping the filing requirements before all potential taxpayers 
heoaah the wide distribution of tax forms, pamphlets, radio, and 
television outlets; newspapers and magazines; street car ads, posters; 
and this year, for the first time, posters on mail trucks. 


C. We have consistently sought to improve the efficiency of our 


housekeeping operations by 

(1) Mechanization of routine-type office operations; 

(2) oe -engineering studies; 

(3) Cash awards and work simplification programs; 

(4) Strengthening of management and planning personnel; 

(5) The use of the committee established by the Secretary to 
direct studies of our operations; 

(6) More accurate and detailed cost reporting as a basis for job 
performance analyses; 

(7) Legislative recommendations to eliminate obsolete require- 
ments of law; and 

) Implementation of Treasury Reorganization Plan No. 26. 

All of the foregoing are devices or methods of attack which have been 
used and are still being used to accomplish improvements. 

Senator Kircore, At that point, Mr. Commissioner, I would like 
to ask you a question on this point No. 3 up here. On this matter 
of cash awards for simplification programs, How much has been 
ania in the last 12 months? How much have you paid in the fiscal 
year we are now in and how much did you pay in the fiscal year 
preceding? 


CASH EXPENDED ON SUGGESTION AWARD PROGRAM 


Mr. ArKreson. For the first 7 months of this fiscal vear, we have paid 
out $4,360 as compared with $8,600 for the same period during the 
last fiscal vear. 

Senator Kincore. All right. What total amount did you pay out 
during the last fiscal vear 

Mr. Evans. The total expenditures were $11,429 for cash awards 

1950. 

Senator Kitcore. Do you find those cash awards beneficial? 

Mr. Arkrson. Very definitely, sir. 

Senator Kitcore. | am just afraid sometimes that our Government 
agencies aren’t going far enough on the cash-awards feature. It was 
found highly successful during the war in Commerce. 

Mr. Arkreson. Mr. Chairman, may I indicate that during the first 
7 months of this fiscal year we have received 939 suggestions We 
reviewed and adopted 171 of those. 

Now, the estimated monetary savings from all suggestions to date 
is $432,365 

Senator Kricore. For an expenditure of $4,000. 

Mr. Arkeson. I am familiar historically with just what has been 
accomplished through this program, and I have a personal knowledge 
of many hundreds of these suggestions. Individually, they may be 
small, but in the aggregate they are very, very valuable. 

Senator Kircore. You have about 59,000 people in the Bureau all 
told. do vou not? 
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Mr. ScHoENEMAN. Approximately 56,000, at the present time. 

Senator Kitcore. We hope you will stimulate that cash-award idea, 
because, frankly, I think you will find that it is going to pay tremen- 
dous dividends. It does two things, may I say, Mr. Commissioner: 
In the first place, it stimulates the men’s interest in their work. Sec- 
ondly, when it does produce an idea, it is an idea that can be thoroughly 
tested before it is ever put into operation. 

Mr. ScHorneman. In this kind of program, Mr. Chairman, you 
vet more suggestions the first year of the operation than you do in 
subsequent years. People have had these ideas in their minds for a 
period of years, and when you start a program of this kind you get 
more in the first year and in the second year than you do in the 
subsequent years. We are really diligently behind this particular 
program, and it really pays dividends. 

Senator Kiicore. All right, go ahead. 


IMPROVEMENT OF BUDGETING AND ACCOUNTING PROCEDURES 


Mr. ScHoENEMAN. D. We have sought to improve our accounting 
and budgeting techniques by 

(1) The establishment during the past year of a budget review 
committee, headed by the Assistant Commissioner in Charge of 
Operations and composed of representatives of the budget office and 
our Management staff, to analyze and coordinate estimates of the 
operating units; 

The establishment on January 1 of this year of an Office of 
Budget and Finance, to which has been assigned the task of reorganiz- 
ing our entire disbursement accounting operations to conform with the 
objectives of the recently enacted Budget and Accounting Procedures 
Act of 1950; and 

(3) The establishment of a central fiscal office to serve all our 
field offices in the Boston area. This was set up last year for experi- 
mental purposes, but it has been so successful that it has been made 
permanent, and we intend to proceed with the establishment of 
regional fiscal offices in other areas as rapidly as possible. 

EK. We propose to urge through appropriate channels numerous 
legislative changes which we believe to be in the interest of better 
revenue administration. We achieved many improvements in 1949 
through the enactment of Publie Law 271. This has encouraged us 
to press through channels for other items which will be of aid to us. 
Some of the additional items which we believe will be helpful are 

(1) Raise the minimum amount of tax refunds which must ‘be re- 
ported to the Joint Committee on Internal Revenue Taxation; 

(2) Raise the present limit on the amount of a tax refund which 
can be made by collectors of internal revenue without reference to 
Washington, and is-as follows 

Senator Krncore. What is the present limit? 

Mr. ScHoENEMAN. $10,000, Mr. Chairman. 

(3) Introduce a withholding tax on dividends. 

Senator BripGes. Before vou leave that, Mr. Commissioner, how 
is that going to work, assuming you run into some complications? 
Individuals report their taxes on dividends to States, for Instance, 
and they have to pay the State tax regardless of what they pay the 
Federal Government; is that not right? 

Mr. ScHOENEMAN. Yes. 
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WITHHOLDING OF DIVIDENDS 


Senator Bripces. Now, what are you going to do? I mean, how 
would this work out? Would people pay the State a tax on dividends 
they have never received, I mean, dividends that are withheld? Is 
that what would happen? 

Mr. Arxeson. Mr. Chairman, Senator Bridges, the proposal that 
is now formally with the Ways and Means Committee provides for 
straight across-the-board withholding by the disbursing agent from all 
amounts of dividends paid, without regard to the type of individual 
recipient, whether it be an individual, fiduciary trust, corporation, o 
charitable institution, with no exemptions, with the idea that those 
dividends will be reported by individuals on their returns and they 
will claim a credit for the amount of the tax withheld. 

Senator BripGes. Suppose there is a person who was to receive $300 
in dividends, the only income they have. Will you be forced to make 
a refund then? 

Mr. Arxeson. Yes, sir. The proposition is currently being con- 
sidered in executive session, as of yesterday, in the Ways and Means 
Committee. May I put this of the record, Mr. Chairman? 

Senator Krigore. Yes, off the record. 

(Discussion off the record.) 

Senator Kiicore. On the record, will you proceed, Mr. Commis- 
sioner? 

Mr. ScHOENEMAN. (4) Introduce a set of consolidated withholding 
tax tables which will simplify the withholding duties of employers by 
withholding both the income and social-security taxes at the same time. 

On the technical side we have recently formalized a procedure for 
quarterly meetings with selected audit review officials in the field 
services for compiling a list of recommended legislative changes 
concerned with loopholes and other matters designed to reduce the 
obsolescence of the tax laws. 

F. On the organizational front we are making changes as they prove 
to be helpful. Among those made since we were before you last are— 

(1) The transfer of the offer-in-compromise work from the office 
of the Special Deputy Commissioner to the Technical Staff; 

(2) The transfer of the ruling work in respect to the withholding 
tax from the Income Tax Unit to the Employment Tax Unit; and 

The vesting of all administrative accounting and financial 
reporting functions under the newly established Office of Budget and 
Finance. 

And one final but important policy which we have and will 
continue to pursue relates to our efforts to simplify the work of the 
taxpayers as well as our own. Illustrations of this are— 

The consolidation into one assessment of the income tax with- 
holding and the social security tax on one form; 

The use of the Social Security Administration records for the 
establishment of the social security trust fund, rather than the 
segregation of our collection records. 

(3) The elimination of the need to segregate income tax withheld 
and social security taxes on the depositary receipt. 

(4) The development of an improved consolidated income and 
social security withholding return form. 
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5) The merger of the self-employment tax with the income tax 
on the individual income tax return form. 

(6) The simplification achieved in the Revenue Act of 1950 with 
respect to the computation of the corporate income tax. 

Senator Kingore. At that point; I think it might be wise to recess 
because We are going into some new matters at this point. If it is 
not asking too much, Mr. Schoeneman, could we reconvene at ten 
o'clock tomorrow morning and finish this up? 

Mr. ScHOENEMAN. Certainly, Mr. Chairman. 

Senator Kintcore. If it is agreeable with the members of the 
committee, we will recess at this point because we are going into some 
other phases, and this is the best point that I can see to break in. 

All right, then, we will meet again at ten o’clock in the morning 
and try to finish up with the Commissioner. Then I want to get 
after this Aleohol Tax Unit and find out about some things. 

Senator Ecron. May I ask just one question, Mr. Chairman? 

Senator KitGore. Yes. 


TAX COLLECTION ON SLOT MACHINES 


Senator Ecron. Mr. Commissioner, is it your department that 
collects the tax on slot machines? 

Mr. ScHOENEMAN. Yes, sir. 

Senator Ecron. I received a letter the other day from a lady who 
wanted to know why it was that, after the people of Montana had 
voted out the slot machines, the Federal Government had gone 
ahead and collected a tax on slot machines within the State. 

Mr. ScHOENEMAN. We have had the same difficulty on some of our 
other taxes, especially the tax on retail and wholesale liquor dealers. 
There is a tax of $150 on slot machines, and the law requires us to 
collect it. There is nothing in the law that says that we should not 
collect it in a State where it is illegal to have slot machines. 

Senator Ecron. You have nothing to do with the illegality of slot 
machines, they are supposed to pay the Treasury $150 each per year? 

Mr. ScHOENEMAN. That is right, and a great many of them try to 
avoid trouble with the Federal Government. 

Senator Kingore. Mr. Schoeneman, is it not a fact also that some 
slot machines that you collect taxes on are not illegal? I refer to 
vending machines and others. 

Mr. ScHOENEMAN. Certainly. 

Senator Kitrcore. They are legally all slot machines, I mean, you 
put a coin in the slot. They are slot machines, although they may be 
vending machines or vending devices. 

Senator Ecron. This lady referred mainly to the one-armed bandits. 

Senator Kinrcore. I want to say that all of these self-operating 
machines are taxed, and you have to collect the tax. You don’t 
inquire as to whether they are used for gambling or whatever they 
are used for? 

\ir. ScHoENEMAN. No, we do have an obligation to collect that tax. 

Senator Kincorr. Yes, and Congress is the only one that can 
remove the obligation. 

Mr. ScHoENEMAN. Yes, sir. 

Senator Ecron. Then you are supposed to collect $150 on every 
slot machine even though it may be illegal? 
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Mr. ScHOBNEMAN. Yes. 

Mr. OurpHant. On each slot machine. 

Senator Ecron. Even if it is locked up in the closet and is not in 
use, it does not make any difference? 

Mr. OurpHant. The tax is on machines in use. 

Mr. ScHoENEMAN. It is not a license; it is a tax. 

Senator Ecron. That clears that up. That is important—the 
difference between a tax and a license. 

Senator Kincore. All right, we will adjourn now until 10 o’clock 
tomorrow morning. 

(Whereupon, at 12:30 p. m., Thursday, April 5, 1951, the committee 
adjourned until Friday, April 6, 1951, at 10 a. m.) 
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